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He Answers Million Dollar Questions— 


Millions of dollars may be at stake in a company’s insurance program. That’s why your 
insurance broker must know his business—and know it well. 

Every account executive at Johnson & Higgins, like the man above, backs up his own 
expert knowledge with the experience of a world-wide network of trained specialists 
in every phase of the insurance business. In this way, year after year, our size has 
proved an asset to corporations and business firms throughout the world. 

Johnson & Higgins account executives have been called on to help plan many million 
dollar insurance programs—and countless others of smaller size. If your company has a 
problem in insurance planning, regardless of size, you can call on J&H for expert help. 


JOHNSON & HIGGINS 


INSURANCE BROKERS—AVERAGE ADJUSTERS 
EMPLOYEE BENEFIT PLAN CONSULTANTS 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and admin- 
ister, as an integral part of management, 
an adequate plan for the control of opera- 
tions. Such a plan would provide, to the 
extent required in the business, profit plan- 
ning, programs for capital investing and 
for financing, sales forecasts, expense budg- 
ets and cost standards, together with the 
necessary procedures to effectuate the plan. 


2. To compare performance with operat- 
ing plans and standards, and to report and 
interpret the results of operations to all 
levels of management and to the owners of 
the business. This function includes the 
formulation and administration of account- 
ing policy and the compilation of statisti- 
cal records and special reports as required. 


3. To consult with all segments of man- 
agement responsible for policy or action 
concerning any phase of the operation of 
the business as it relates to the attainment 
of objectives and the effectiveness of pol- 
icies, organization structure and procedures. 


4. To administer tax policies and pro- 
cedures. 


5. To supervise or coordinate the prepa- 
ration of reports to governmental agencies. 


6. To assure fiscal protection for the as- 
sets of the business through adequate in- 
ternal control and proper insurance cover- 
age. 


7. To continuously appraise economic 
and social forces, and government influ- 
ences, and interpret their effect upon the 
business. 
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BE ets, 
Member Member 
Audit Bureau Magazine Publishers 
of Circulations Association, Inc. 
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PROFITABILITY MEASUREMENTS—Further Points 


(With permission of the writer, THE 
CONTROLLER here reproduces a letter 
from W. Bernard Thulin to Dr. David 
R. Dilley, concerning the latter's letter to 
the editors (THE CONTROLLER, August 
1960) which commented upon Mr. 
Thulin’s article in the February 1960 issue 
of THE CONTROLLER entitled ‘The Man- 
ager Looks at Profitability Measure- 
ments.’’) 


Dear Dr. Dilley: 

I was interested in the comments con- 
tained in your letter in the August issue 
of THE CONTROLLER regarding my article 
in the February issue of THE CONTROL- 









credit policy. 


credit experience. 


1 ae 


ge THE GAP WITH OUp 


CREDIT INSURANCE 
PROGRAM 


Credit Insurance bridges the gap between 
an expanding sales program and a sound 


Credit Insurance enables you to enjoy 
peace of mind concerning current collec- 
tions. Also, it gives you the opportunity to 
develop profitable business with customers 
with whom you have had little, if any, 


Ask your London Guarantee Representa- 
tive to explain in detail how Credit Insur- 
ance can solve your collection problems 
and increase sales. Or, if you prefer, write 


CREDIT INSURANCE DEPARTMENT 


LER, and I appreciate your generally fa- 
vorable reception. 

The two additional factors you point 
out do indeed deserve consideration. First 
off, the manager must determine whether 
he is interested in the ultimate theoretical 
ad infinitum effect or whether he will 
terminate his consideration with the life 
of the original project. In my —— I 
chose to cut off the additive effects with 
the demise of the original project; to 
carry it further would be of little interest 
to the practical manager. 

There are a few other observations I 
would like to make on the two factors you 
mention. Whatever secondary or tertiary 
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MEMBER OF THE PHOENIX OF LONDON GROUP 55 FIFTH AVENUE, NEW YORK 3, NEW YORK 
Over Sixty Years of Continuous Service In Credit Insurance 





profits are generated from that portion of 
the project’s cash flow that is retained in 
the business, either in the form of fe. 
tained earnings or as depreciation ac. 
cruals, should be recognized. If any of 
the project's profits are to be retained 
(that is, using a payout ratio of less than 
100 per cent), additional earnings will 
accrue to the investor at some appropriate 
rate and these should be factored in. In 
the article I made the assumption of a 
100 per cent payout purely for purposes 
of simplification. 

Whenever the manager is faced with 
the question as to what profit rates to use 
for reinvested profits or for depreciation 
accruals, he should recognize that there 





DO YOU AGREE or do you dis- 
agree with an article in this month’s 
issue? Your fellow readers will be 
interested. Naturally, letters to the 
editor must bear the writer's signa- 
ture and address; these will be 
withheld on request. ‘The Editors 





will be the ‘‘flea-on-flea-on-flea”’ effect you 
mention. For the usual types of project 
lives, say five to ten years, these secondary 
and tertiary effects will be scarcely meas- 
urable in their effect on the composite- 
earnings yield result. But to whatever ex- 
tent they deserve recognition, the manager 
can adjust slightly upward the assumed 
earnings rate for the reinvested funds. In 
my paper I used 7 per cent as the rate for 
depreciation accruals. It could have been 
adjusted upward to take care of the flea- 
on-flea effect without any important effect 
on the composite result. In other words, 
the significance of the composite-earnings 
yield method is pretty well recognized 


| when the earnings on the primary amounts 
reinvested are folded in. 


There is this further general observa- 
tion: I have assumed, from a_ practical 
standpoint, that the dollars that become 
available for reinvestment as the result 
of undertaking an original project lose 
their identity on the first go-round and 
become merged with all other dollars 


| available for reinvestment as the result of 


the firm’s operations. Therefore, by as- 
signing some general earnings rates to 
retained profits and to depreciation ac- 
cruals the flea-on-flea effect need not be 
specifically provided for. 

W. B. THULIN 

Richmond, Virginia 


(Continued on page 514) 





A NEW APPROACH TO 


BUDGETING 
Write for Information 


McCORMICK & COMPANY 


Consulting Engineers 
Park Building Yonkers. N. Y. 
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Leasing cars or trucks? 


Here’s a fleet proven plan 





250 “Blue Chip” corporations now enjoy lower 
leasing costs with Wheels “Fleetguard” Service. 


leet AIP Financial Strength 


— assures lower costs. Wheels has the kind of financial 
strength that assures lowest cost-of-money. Wheels 
will buy your present fleet and lease it back to you. 


VPeaH Vi} Facilities 


— assures lower costs. Wheels maintains a national network 
of over 300 delivery centers for personalized local 
service to your men at point of use. 


leek HIT Administration 


— assures lower costs. You get individualized service, 
providing coordinated data on every vehicle at 

regular intervals, plus professional guidance on repairs, 
tires, replacements, etc. 


Gea} Used Car Disposal 


— assures lower costs. Wheels national facilities provide 
highest return on used cars and trucks. 


prwctorssssss se 


Consult a Wheels man 
before you sign or renew 
your car or truck 

leasing contract. Lease 
Chevrolet Bel Airs, 

with Powerglide, or other 
fine cars and trucks 


WHEELS, INC. 
6200 N. Western Ave. 
Chicago 45, Illinois 


with extra equipment of OY ener 
your choice. Send 
coupon today for full 
details and names of other eS ren 
famous firms in your 
industry now ADDRESS _.......... 
using Wheels Fleetguard 
Service. 
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Please send me your booklet on Fleetguard Service. 
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Processing is done at our service centers—you only pay for 
actual production time per application. Costs are known in ad- 
vance, results can be counted on because of our depth in—‘“Ma- 
chines—Manpower—Methods”. 

No investment in rental, purchase and housing of machines, 
hiring and keeping personnel, or costly man-hours in working 
out handling methods. 

Payroll Preparation e Sales Analyses e Accounts Payable 
& Receivable e Research Tabulation e Inventory Control — 
and many other statistical requirements, regardless of volume 
can be efficiently and economically handled at R & S. 


We have proved our cost reducing and result getting data 
processing services to a cross-section of American business. 
We'd like to prove them to you— 

Telephone or write Dept C-10 —no obligation of course. 


RECORDING & STATISTICAL 


oN PORATION 


Executive Offices: 176 Broadway * New York 38, N. Y. 
Operating a nationwide system of regional service bureaus for data processing 


New York: 
Boston: 
Chicago: 

San Francisco: 
Montreal: 
Toronto: 


ReS 


100 Sixth Ave., New York 13, N. Y. WOrth 6-2700 

566 Atlantic Ave., Boston 5, Mass. Liberty 2-5365 

223 W. Jackson Blvd., Chicago 6, Ill. HArrison 7-7357 
560 Sacramento St., San Francisco 11, Cal. EXbrook 2-434! 
407 McGill St., Montreal, Canada. Victor 2-383) 

439 Wellington S!., W., Toronto, Canada. EMpire 3-495! 














FACETS OF RETIREMENT 


Editors, THE CONTROLLER: 


I am giving below excerpts from 4 
couple of letters commenting on my atti- 
cle ‘‘ ‘Retirement’ to New Responsibjl. 
ities’’ published in the August 1960 issue 
of THE CONTROLLER. 


Louis M. NICHOLS 
Bridgeport 4, Conn. 


From Paul J. Urquhart, Cape May, N. J.: 
I think your article about keeping busy on 
odd jobs is very good and it will un. 
doubtedly be helpful to many who are per- 
turbed and “fidgety” as to getting settled 
into retired activities. I am going to read 
it through again slowly and studiously and 
perhaps I may get an idea out of it that 
will jar me out of my loafing habits. 


From Marshall E. Hoyt, South Norwalk, 
Conn. : 

It was with much pleasure that I read 
your article. The many ideas and facets of 
thinking about so-called “‘retirement”’ indi- 
cate a great deal of research on the subject. 
Your article I have “set aside” that I may 
refer to it occasionally in the days to come 
when I shall be needing the stimulation that 
is contained in it. 


Reprints of Mr. Nichols’ article (com- 
bined with “Keeping Busy Though Retired” 
by Royal B. Alcott (from the May 1958 
issue Of THE CONTROLLER) and Mr. 
Nichols’ review of Retirement—A New 
Outlook for the Individual by Gifford R. 
Hart) are available for $1.00. Address Re- 
prints, THE CONTROLLER, Two Park 
Avenue, New York 16,N. Y. The Editors 


CORPORATE READERSHIP 


Editors, THE CONTROLLER: 


I enjoyed very much reading the arti- 
cle entitled “Coming Demands Upon 
Controllership” by Arthur B. Toan, Jr., 
which appeared in the September 1960 
issue of THE CONTROLLER. I should ap- 
preciate it if you would send me six te- 
prints if they are available so I may pass 
them on to some of my associates who | 
know will also be interested in reading 
the article. 

PALMER W. HANCOCK 


Owens-Illinois 
Toledo, Ohio 


— =e ose aee a= ae ewe oe ee eee see aoe oe = 
counsel and services 
to management, accountants, and attorneys 


INCENTIVE COMPENSATION, THRIFT, 
PROFIT SHARING, RETIREMENT PLANNING 


feasibility studies, complete plans, 


employee communications 


WILLIAM J. HOWELL 
1144 Tower Road, Winnetka, Illinois 
Hillcrest 6-6324 

This symbolizes the bridge of 


mazimum reciprocity which most satisfies and profits 
both Employer and Employee. 
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Marketing Cost Analysis: 
N. J.: “ 
Us 
#2 [Neglected Opportunity 
ire per- 
settled 
to read 
sly and 
it that 
How the financial and accounting executive 
wn can make a suitably greater contribution to product 
> TE W. Kelley planning, sales promotion and distribution 
I read 
cets of 
” indi- 
subject. 
hohe. OR SOME TIME I have completely ac- kets expanded—with a consequent need _ per cent more in 1959 than it did in 1949. 
on that Feepted the idea that marketing cost has for agents, factors, middlemen, and so Newspaper ads were up 36 per cent. And, 
become of greater importance to business forth—and as a growing productive ca- even though the TV audience increased 
over the last decade, and that its impor- pacity demanded more outlets, the scope fantastically during that ten-year period, 
(com- ff tince will become even greater in the of marketing broadened tremendously. the cost of such advertising per thousand 
etired” | decade ahead. Re-examining this belief, It is perhaps needless to add that, as homes went up by 34 per cent. 
y 1958 ff Jasked myself just what I meant by ‘‘mar- the scope of marketing broadened, the Perhaps no further figures are needed 
1 Mr. keting cost” and just what was the evi- cost of marketing went up. Evidence is to demonstrate that over the last decade 
ie dence for the growth of its importance. hardly needed, except to make the addi- the costs of marketing have gone higher 
a By tional point that the marketing cost rise than the general trend, and perhaps no 
” Park | BROADENED SCOPE AND has been steeper than the general trend. more is needed than your experience of 
Editors | GREATER COST In 1959, for example, our gross national the business world to win assent to my 
- * product was 186 per cent higher than in suggestion that the increase is likely to 
Webster defines the term “market 4S; 1949, an increase of 59 per cent in physi- continue. If that is so, I have produced 
frst, a gathering of people for buying cal volume and of 27 per cent in price almost without effott the most telling evi- 
md selling things and, second, a “a over 10 years. The consumer price index dence for my belief that the marketing 
e arti- iy phe cages can be paar during this period went up 23 per cent. cost is growing more and more important 
Upon . i The t ihe eee vote! °F But looking at significant items of the to business and will grow even more im- 
n, Jr, . ‘ “ ye ry — pa marketing cost, we find that salesmen’s / portant in the future. I make this claim 
1960 fy va pecans d pi Poe: Shatin salaries went up on an average of 79 per because I think we can take it as an 
Id ap- Ya ee ert w Sad “ phasis pe cent. The cost of operating his automobile axiom, valid everywhere in business, that 
ix re- il def me be on a oe 35 per cent higher. The cost of trans- a steadily rising cost is always an impor- 
y pass pe — “ ind r fnition 1 Porting finished goods went up by 41 to tant cost. It must be contained or made 
Bary ie ; ave in isa ” isto 102 per cent, depending upon whether more productive; it demands, and in a 
ading ye ey Oe Fae shi lalate d shipment was by rail or truck. A page of business not headed for trouble, it gets 
maningtul. It goes like this: advertising in Life magazine cost 44 attention. 
Marketing cost is the amount of 
money, time, or labor required, after ee ee 
goods have been produced, for the ac- 
tivities of promoting, selling, distribu- 
a tion, and accounting which get the E. W. KELLEY, a member of Controllers Institute, is treas- 
goods to consumers. urer of General Foods Corporation, White Plains, N. Y. His 
eee responsibilities include treasury functions of finance, credit, 
T, age panty: he pis: diy be real estate, and insurance. The company’s Distribution- 
NING tther than broad since it is being applied Sales Service Division and Commercial Evaluation Depart- 
toa very broad area of activity. Decades ment report to him. For four years he taught marketing and 
go, of course, marketing activity moved manufacturing cost courses at Columbia University, Gradu- 
in a comparatively narrow area, in part ate School of Business. He has addressed conferences of 
PLL. ause consumers produced much of their AMA, CIA and NAA on marketing. He served five years 
linois own goods and in part because trading as a member of NAA‘s National Committee on Research. 
6325 | Was largely person to person. But as con- 
a turned to others to produce age 
fits iid more of the goods they wanted, as 
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A NEW SITUATION IN MARKETING 


The need for this attention—the need 
for a particularly skilled and creative at- 
tention—is the very heart of the oppor- 
tunity I see for accountants in marketing 
cost analysis. Moreover, the opportunity 
has been enormously enlarged within the 
last few years by another consideration. 
This consideration is that most modern 
businesses today are following a new mar- 
keting concept. Under this concept the 
marketing man is introduced at the be- 
ginning rather than at the end of the 
production-sale cycle, and he plays an in- 
tegral part in every phase of the cycle. 
Through study and research, the market- 
ing man establishes what products the 
consumer wants. He tells the designer, 
engineer, and manufacturing man the 
product to make. He determines the price 
the consumer is willing to pay, and where 
and when the product is wanted. In short, 
marketing has been given the responsibil- 
ity for planning the product, for schedul- 
ing production and inventory, and for the 
supervision of promotion, sales, distribu- 
tion, and servicing of the product. 

Allow me to digress a moment to an- 
ticipate a possible objection. It may be 
said that my description of the growth of 
the marketing function applies more to 
companies producing consumer goods than 
to those producing industrial goods. That 
is true. But perhaps it should xot be true, 
and personally I do not think it will be 
true for very long. It is easy for an in- 
dustrial goods company to ignore its mar- 
keting system when, as is often the case, 
the system is handled by others. But the 


producers of industrial goods are coming 
to realize, I believe, that whether a mar- 
keting system is handled by an agent, 
broker, distributor, or jobber, the market- 
ing problem remains in the home office— 
at the management level. 

An analogy may help. Producers of 
consumer goods have long been large 
users of advertising. Not so the producers 
of industrial goods who, up to a few years 
ago, felt that a large outlay was not justi- 
fiable and, in effect, left the promotion of 
their own products to others. Today, 
however, if you run over a list of the top 
100 advertisers, you will find a generous 
representation from the steel, aluminum, 
and chemical industries, as well as several 
manufacturers of intermediate products 
and capital goods. What happened? It 
seems clear to me that it took time in 
those industries to see effective promotion 
as a high-level management problem, but 
that, after it was so seen, management 
dealt with it directly. A similar pattern of 
early indifference, recognition, and then 
action is working out, I believe, in the 
industrial goods approach to the total 
marketing function of which, of course, 
advertising promotion is only a part. 


THE NEGLECT— 


AND HOW IT CAN BE REMEDIED 


We come back now to the <p 
presented to accountants by the growing 
— on marketing with its cost rising 
and scope expanding. Obviously, the de- 
velopment calls for an increasing amount 
of the financial man’s attention; it chal- 
lenges him to develop new and better 


MARKETING COSTS STUDY UNDER WAY 


A research project covering the general subject of manag- 
ing and controlling marketing costs is now in manuscript 
form for future publication by Controllers Institute Re- 
search Foundation. The broad objectives of this study are 
to evaluate practices of 28 selected companies in the analy- 
sis and handling of marketing costs, with a view toward 
developing some generalizations, drawing conclusions as 
to preferred practices, and, in general, evaluating proce- 
dures. It will not be a summarization but will make recom- 
mendations on behalf of the Foundation. 

Areas of particular interest would include problems in- 
volved in initiating marketing cost analysis and control 
programs, particularly as they relate to the controller’s re- 
sponsibilities in this area in meeting marketing manage- 
ment’s needs and problems of communication between 
marketing and other functional areas of the business. 

The study will specifically cover areas where there is a 
lack of understanding between marketing and finance de- 
partments and will be designed to be of use to small and 


large companies. 
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techniques in aid of marketing Manage. 
ment; it asks for his voice on the most de. 
cisive problems in business today. Hoy 
has the financial man responded? 

Some say that he has ap deg signifi. 
cantly, and there is no doubt that rej 
progress has been made in developin 
some types of cost analysis for marketing 
But too often, it seems to me, the response 
has been a dealing with those phases of 
marketing that are comparatively easy to 
measure, with problems that belong to 
the accountant’s bookkeeping area of te. 
sponsibility. That is all most proper, s 
far as it goes. But an opportunity certainly 
is being missed if we think of accounting 
efficiency simply as minimizing costs, 

Going directly to the central point of 
what I am trying to say, this is precisely 
the opportunity I feel accountants have 
been neglecting. The important considera- 
tion in marketing is not reduced costs as 
such but obtaining greater net profit. Are 
we doing a creative job of fact-finding 
and evaluation for the various marketing 
functions that will lead to greater net 
profits? If we are not, why not? 

At the manufacturing end of the pro- 
duction-sales cycle, we have provided the 
cost accountant, responsibility accounting, 
standard costs, time study and the payroll 
accountant, direct costs, and so forth, The 
accountant and financial man did not let 
the engineer or production man take over 
the whole fact-finding and evaluation job. 
But, as the marketing function has grown 
and has found the need to base its judg. 
ments on sound facts, to whom have mar- 
keting men turned? The operations te. 
search technique has been developed. 
Market research is recognized as a whole 
new SS The mathematician has 
contributed linear programming and the 
theory of games. Motivation research also 
contributes significantly. But where is the 
accountant, the controller, the treasurer? 
Too often they are just keeping the books. 
And too often, too, they are keeping those 
books on an antiquated basis—antiquated, 
that is, in the light of modern marketing 
needs—by natural accounts without re 
gard to responsibilities or functions, with- 
out volume indication or cost measure: 
ments, and without analysis or comparison 
with other methods from the profitability 
point of view. 

When I see all the so-called new pro- 
fessions contributing to the management 
of marketing—sometimes with no coordi 
nation whatsoever with the financial area, 
I think I am right to wonder: Where has 
the accountant been? 1 submit that the 
financial man should take interest in the 
whole marketing process. From product 
concept to product introduction, through 
alternate marketing methods to final meas 
urement of a particular marketing meth- 
od’s efficiency, each stage needs factual 
evaluation for the application of manage 
ment judgment. Whether the problem of 
opportunity at hand is one for market 1 
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search, linear programming, operations 
research, theory of games, or just plain 
old cost accounting, the financial man, 
the accountant, has a job to do. 

A marketing problem is, in most re- 
spects, much like every other business 
problem. The successful solution calls 
for: 


1. Fact finding. 

2. Evaluation of the facts, with each 
put into its proper perspective. 

3. Application of management judg- 
ment. 


But, in one respect, market problems do 
differ from others. It is more difficult to 
set up a pattern in advance so that judg- 
ment is automatically applied when the 
facts fall within certain limits. And it is 
this difference, I believe, that in large part 
accounts for the difficulties the financial 
man has had in doing a job for market- 
ing. The financial man has not made him- 
self familiar with the marketing process 
in the same thorough way he has mastered 
the production process. He has not really 
learned how to evaluate the financial as- 
pect of a new product. He has not learned 
what motivates a salesman. He has not 
learned that the cheapest method of dis- 
tribution does not always lead to the most 
net profit, nor does he know how the re- 
lationship between costs and competition 
affects prices or what induces Mrs. Con- 
sumer to buy or not to buy. 

In short, while the accountant can at- 
tack the solution of a marketing problem 
in pretty much the same way he would at- 
tack any other business problem, it is es- 
sential for him to have an understanding 
ot feel for the job to be done—in other 
words, he needs to talk the language of 
marketing, sales, and distribution i 
Just as the chief financial man must under- 
stand marketing from a top-management 
point of view, so must the cost accountant 
understand marketing from the point of 
view of the operating organization. Both 
men must be familiar with the functions 
they are attempting to measure or evalu- 
ate. After such an understanding is 
gained, it is then, I believe, that the op- 
ower I speak of as “neglected” will 

realized—and will be found to include 
a whole spectrum of business decisions 
which up to now accountants as a whole 
have not thought of as falling within their 
sphere of service. These include: evalua- 
tion of new products, comparisons of 
business methods, alternate methods of 
marketing and pricing, evaluation of sales 
effort, efficiency of distribution operations 
—I could go on at a promising, but per- 
haps tedious, length. 

Instead, let me go to a few concrete 
examples, problems which, in the main, 
business now submits to the market re- 
searcher, the mathematician, or to various 
kinds of so-called operation researchers. 
You will recognize, I am sure, that every 


EXHIBIT 1 


CHART ON CHANNELS OF DISTRIBUTION 
EVALUATE COSTS AND SERVICE 


ALTERNATE A 
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ALTERNATE D 
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one could be handled by an accountant or 
financial man—if he is on his toes. 


BRINGING ACCOUNTING TO BEAR 
ON MARKETING—SOME EXAMPLES 


My first example suggests some neces- 
sary steps for the establishment of a test 
market evaluation. As you know, the cost 
of bringing out new products today in- 
volves a major expenditure of funds. 
Test markets are freely used to help limit 
evaluation expenditures, but too often the 
information yielded on the salability and 
profitability of the new product is mis- 
leading. The error arises because more 
money is spent in the test market than 
could possibly be afforded on a regional 
or national basis. Or the national promo- 
tion budget may be calculated and then 
sales will be estimated high enough to 
afford the expenditures. Under these con- 
ditions good sales results in a test market 
are not indicative of national sales be- 
cause, when the umbrella of an unafforda- 
ble promotion is withdrawn, the sales 
volume shrinks. 

The steps outlined below are designed 
to prevent these misleading results: 





One Sales Force 
One brokerage sales force 


Mixed carload Freeh TA 
load ruck—L.T.L. 
e . e 


1. Determine a national plan and 
budget for media and promotion. 

2. Reproduce this plan as nearly as 
possible in the test market for the type 
of market chosen. 

3. Match the test market plan against 
the national plan for like coverage. 

4, Adjust the test market plan for 
spillage or wasted cost—that coverage 
which extends beyond the test market. 

5. Allocate the national media cost to 
the test market areas and compare costs. 


Now you have a test market set up in 
such a manner that you are really ready to 
test national sales expectancy against pro- 
jected advertising and promotion costs. 
Time and experience will give you the 
results, either good or bad. 

The second example (Exhibit 1) shows 
a problem of four alternates (A through 


-D) in channels of distribution. These 


alternates have production at two plants. 
Sales are made through one or two sepa- 
rate sales forces, Even though the choices 
can be many, here they have been limited 
to the four alternatives shown and a de- 
tailed evaluation of cost and service has 
been made for each. 
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ufacturing, sales accounting and selling 
are all deducted from the gross sales price 
per unit. There is much that is interesting 
in this schedule. But please note par- 
ticularly the highlighted section on selling 
costs, which shows a selling cost increas- 
ing from $.003 for Customer A to $.024 


Still a third example, dealing with the 
contribution margin technique applied to 
a problem in selling costs, is illustrated 
in Exhibit 2. You will note that each of 
the first four columns deals with the con- 
tribution margin measurement. The direct 
costs of transportation, warehousing, man- 


EXHIBIT 2 


CONTRIBUTION MARGIN BEFORE AND AFTER SELLING COST 
PER SALES UNIT 


Alternative for 

the small buyer where 
the orders would be 
phoned or mailed to 

a centralized direct 
order desk in lieu 


Selling cost through salesmen calls of a salesman call 





Customer Customer Customer Customer Customer 





$5.110 


$5.030 $5.110 


$5.000 $5.020 


Gross sales 

Less direct cost of : 
Transportation 
Warehousing 


276 
026 


.276 
026 


129 
.022 


.078 115 
.020 021 





Net sales $4.902 $4.884 $4.879 $4.808 $4.808 


Less direct cost of : 


Manufacturing $4.275 


$4.275 $4.275 $4.275 $4.275 





Gross profit .627 .609 .604 .533 .533 
Less direct cost of : 
Sales accounting .002 004 .009 





Contribution margin before 


selling cost $ .625 $ .595 





Selling costs .003 : 012 














Contribution margin after 


selling cost $ .599 $ .583 








EXHIBIT 3 


DISTRIBUTION COSTS RELATED TO CUSTOMER SIZE 
PER 40,000 POUNDS—FOOD PRODUCTS 


DISTRIBUTION COSTS PER 40,000# ORDER 


Sales 
accounting 


No. of 
orders and/or 
shipments to Method 
Customer equal 40,000# of delivery Warehouse Total 


1 CL $ 310 $10 $ 80 $ 400 
2 TL 457 18 84 559 
4 PC 514 35 88 637 
8 LTL 1,105 70 100 1,275 





Transportation 





EXHIBIT 4 


DISTRIBUTION COSTS RELATED TO SELLING PRICES 
BEST PRICE USED AS BASE 


Selling price (cost) 

per case to customer if 
manufacturer recovered his 
distribution cost as follows: 


50% 100% 


If the customer were required 

to sell the product at 

a competitive price of $5.10 

the profit or loss would be: 
50% 100% 

Customer Per case Recovery Recovery Recovery Recovery 


ry $ 400 $.10 $5.00 $5.00 $ .10 $ .10 
559 14 5.02 5.04 08 06 

637 16 5.03 5.06 07 04 

1,275 32 (.01) (.12) 


Manufacturers 
distribution cost 








Amount 
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for Customer D—or eight times as much 
per unit. As you can see, this has a very 
material effect on the contribution Margin 
after selling cost. 

In the actual situation this study fe. 
flects, the problem of the high cost of 
selling to small customers was solved, at. 
least partially, by setting up a direct order 
desk for the small orders. This, of course, 
eliminated the expense of a salesman’s 
call. You will see in the last column that 
the sales desk installation reduced the 
selling cost to a figure equivalent to the: 
cost for Customer C. Here is an example: 
of what I call a creative accounting 
achievement. If the accounting objective! 
had been merely to minimize costs, a rec: 
ommendation might have been made to 
discontinue sales to such a small customer? 
but with total market management and 
net profit in mind, the accountant here 
undertook a study which, upon comple 
tion, provided grounds for a far more de 
sirable solution—a new selling method 
that both kept the business involved and) 
yet moderated costs. 

Exhibit 3 shows the distribution cost! 
for transportation, sales accounting, and 
warehousing by customer size. This is” 
our fourth example. The costs in this” 
example are related in each instance to) 
the number of orders that go to make up. 
a total of 40,000 pounds. This study 
shows the important effect order size and’ 
shipment size have on costs in this pat 
ticular business. Note the increase from 
$400 to $1275 for the same quantity of 
goods. j 

The next, and fifth, example deals with” 
the question of how cost differences may” 
be used to affect price brackets. Of course, 
we have the ever-present factor of com- 
petition, but somebody has to lead in 
pricing and somebody has to make the 
first competitive move; moreover, costs 
are becoming more and more pertinent in 
determining price, particularly the spreads 
between brackets. In the schedule in Ex- 
hibit 4, the middle set of columns shows 
the relative selling price, assuming a base 
of $5. You will note that the base price 
of $5 increases to $5.11 under the 50 per 
cent recovery and to $5.22 under the 100 
per cent recovery. The last two columns 
show the cost to a customer, compared 
with what he would sell the product for 
with a 10¢ markup. Under the 50 be: 
cent recovery column you will note that 
Customer D would be losing 1¢ per unit 
besides his own operating costs. If the 
100 per cent recovery were used for the 
pricing policy, he would be out of pocket 
12¢ plus his own costs. 

Exhibit 5 (p.557) is a report on spend: 
ing variances in transportation costs, com- 
paring actual cost with standard. I have 
given only a few selections here rather 
than trying to show all the items involved 
in the situation which this report covered. 

(Continued on page 557) 
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The Proposed Plant—A Profit-Maker or Not? 


Robert Beyer and Donald J. Trawicki 


Chairman Kirk: 


Mr. Thomas: 


Mr. Nash: 
Mr. Fermin: 


Gentlemen, we must come to a decision 
on this project. 

Let’s go ahead with our plans for the new 
plant in Akron. A facility out there will 
enable us to increase our share of the 
market and— 

A disastrous step! The risk is too great! 
I’m all for building the plant. The esti- 
mates we've studied show the return on 
our investment will— 





Mr. Nash: Estimates! 


Guesstimates! 


Confound it, 


can’t we tackle our capital budgeting 
problems scientifically? 


Chairman Kirk: 


AKING CAPITAL EXPENDITURES DECI- 
M SIONS is essentially a part of long- 
range planning for profit. It is one of the 
most important of all management tasks 
because (1) the success of the company is 
at stake and (2) decisions of this type 
once made cannot be changed without 
great cost. In recent years many writers 
have urged the evaluation of capital 
spending proposals by scientific methods, 
but few businessmen have adopted them. 
Most often the reason is that the business- 
man does not fully understand the tech- 
niques or their application. 








Gentlemen! 


The capital budgeting problem as a 
whole takes into account five elements. It 
considers the manner in which the com- 
pany is organized to perform the capital 
budgeting function, the determination of 
the availability and cost of capital, the 
analysis of the investment proposals, the 
selection of the projects to be undertaken 
and the follow-up and evaluation of re- 
sults. We shall consider the first two of 
these items only briefly. The objectives of 
this article are: 


1. To examine the kinds of informa- 
tion a businessman needs to make a com- 


ROBERT BEYER (I.), executive partner, Touche, Ross, Bailey & Smart, is 
partner-in-charge of the Milwaukee, Wisconsin, office of the CPA firm 
and national director, Management Services. He is a frequent contribu- 
tor to accounting literature and a speaker before many accounting and 
management groups as well as guest speaker, Harvard Business School and 
University of Wisconsin (from which he graduated—B.A. and M.A. degrees). 
He is a national director of the National Association of Accountants. 

DONALD J. TRAWICKI (r.) received his B.B.A. degree from University of 
Wisconsin and his M.B.A. from Harvard School of Business Administration. 
He joined Touche, Ross, Bailey & Smart, Management Services, in 1958. 


An appraisal of the theory 
and application of capital 
budgeting techniques 


prehensive analysis of a proposed capital 
expenditure. 

2. To discuss the usefulness and ap- 
plicability of the scientific techniques 
available for evaluating capital expendi- 
ture proposals, and their role in the de- 
cision-making process. 

3. To present examples of the variety 
of situations to which these techniques 
may be applied. 


ORGANIZATION 


The administration of capital spending 
depends upon the size of the company, 
the industry in which it is operating, and 
the peculiarities of its internal organiza- 
tion. Large companies may require an 
elaborate organization to determine where 
and how much to invest. In a small com- 
pany the task may be handled by one 
man, perhaps the top operating officer. 
Decentralized companies may delegate 
some responsibility for capital spending 
to division managers. In some industries, 
such as oil and steel, a high reinvestment 
rate is common; in others, capital spend- 
ing may be quite limited. 

The mechanism that a company sets up 
for capital budgeting depends to a certain 
extent on all these factors. But regardless 
of the administration of capital spending 
or the level at which it is carried out, the 
same basic information and analysis are re- 
quired in every case to make a sound in- 
vestment decision. 
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PRESENT VALUE CONCEPT 


The basis for modern capital budgeting 
is the present value concept. Most busi- 
nessmen have long recognized it either ex- 
plicitly or implicitly. It can be simply 
stated: A dollar received today is worth 
more than a dollar to be received at a 
future date because of the earnings that 
dollar can generate in the interim. Con- 
versely, a sum of money to be paid today 
is a greater burden than the same sum to 
be paid at a future date because of the 
earnings which must be foregone in the 
meantime. 

The present value concept is of special 
importance in capital spending because of 
the relatively long periods between the 
investment of funds and the return of 
those funds as earnings. The effect of the 
timing of cash flows is so significant that 
failure to take it into account in evaluat- 
ing a project’s profitability can easily lead 
to a wrong decision. 

There is only one reason which can be 
offered to explain why businessmen have 
not made better use of this concept: The 
scientific techniques that allow them to 
evaluate the time cost of money quanti- 
tatively were only recently publicized. 
But it is likely that most businessmen 
have long used this concept intuitively in 
their qualitative appraisal of investment 
opportunities, even though they may not 
have had proper tools for handling the 
problems involved. 


ANALYSIS OF THE PROJECT 


Management must conduct a searching 
analysis of every spending proposal to de- 
termine: 


1. The investment required 

2. The economic life of the project 
3. The earnings of the project 

4, The risk involved. 


These estimates require engineering, 
marketing and financial analysis as well as 
a high degree of management judgment. 
The project’s characteristics ultimately de- 
termine its profitability, and it is in assess- 
ing them that management judgment 
plays its most vital role. The more pene- 
trating the analysis at this point, the better 
will be the final decision. 

Since the determination of some of 
these characteristics must necessarily be 
based upon estimates, some businessmen 
feel the scientific approach is not scien- 
tific at all, and they might as well con- 
tinue to use the simple payback method 
or management hunch. The point missed 
here is that if a company’s pi reach a 
decision without first accumulating the 
necessary data and making the detailed 
estimates required in the scientific ap- 
proach, they are nevertheless making some 
estimates implicitly. 

Is it not better to make these estimates 
openly so they can be examined critically ? 
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“Can you break this ten, dear? 
Two twenties and a five will be all right’ 


So that management can be sure that all 
appropriate factors are being considered ? 
Furthermore, only by making estimates 
and assumptions explicitly can company 
officers properly control a project during 
its inception and properly evaluate it dur- 
ing and at the end of its life. This evalu- 
ation is of great importance because it 
enables management to pinpoint responsi- 
bility and to sharpen its judgment in mak- 
ing future decisions. 


Investment Required 


The net cash outlay that is needed to 
realize the benefits of a project can gen- 
erally be considered the investment re- 
quired. Cash outlay is computed without 
regard to the accounting treatment of 
funds spent. Uncapitalized expenses and 
increases in working capital are cash out- 
lays, as are funds spent for land and de- 
preciable assets. If the project will free 
funds now invested in assets, the return 
of these funds is properly treated as a 
reduction of the investment required. 

Sometimes the net cash outlay does not 
adequately reflect the investment required. 
For example, if the project will utilize 
plant space now vacant, no cash outlay is 
required for buildings. However, if this 


space is used, it will not be available for - 


other projects or for meeting the require- 
ments of normal growth in a year or two. 

The analyst may find this space could 
be utilized profitably if it were not used 
for the project. If so, he may properly 
add the opportunity cost of the space to 
the investment needed. This cost is the 


cash outlay required to provide equivalent 
plant space when the now vacant area 
could be utilized at a profit. This is only 
one of several types of noncash outlays 
which are properly added to the invest- 
ment required. The analyst must exercise 
considerable ingenuity here, as in other 
areas in the analytical process, if he is to 
obtain an accurate measure of the profita- 
bility of the project. 

The analyst must also determine when 
funds are to be invested in the project. 
On a time schedule he should arrange all 
outlays, in cash or opportunity cost, as 
well as returns of investment in terms of 
funds released by the project or at its 
conclusion, so that they may be related to 
a base point in time. The time value of 
money is often as important a considera- 
tion in the investment as it is in the earn- 
ings of the project. 


Economic Life 


The economic life of a project is the 
period when it produces earnings. It need 
not, and probably will not, be equal to 
the physical life of the assets. Its length 
depends primarily upon the obsolescence 
of the product involved or the nature of 
the project itself. 

Businessmen usually find it quite diffi- 
cult to estimate economic life because it 
depends upon future events over which 
they have little or no control. However, 
they can make a reasonable estimate by 
being aware of trends in the areas where 
obsolescence is likely to occur. 

(Continued on page 526) 
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PROBLEM 


to “multiply manpower” 
of swiftly growing 
Texas Instruments 


SOLUTION: 


A Western Union Private Wire System 


the system grows with their needs. 
Message capacity will soon be in 
creased by 25%, and since January 
alone Western Union has provided 
16 new locations in the network. 


In recent years, Texas Instruments 
has become a major factor in elec- 
tronics, with wide diversification 
of products and a reputation for 
remarkable engineering and manu- 
facturing ability. With its dynamic 
growth came the continuing prob- 
lem of “multiplying manpower- 
effectiveness’ of the hard-to-come- 
by TI field engineers. 


A Western Union Private Wire 
System was a major factor in over- 
coming this problem. It literally 
“multiplies manpower” by keep- 





ing field engineers in constant 
touch with research and develop- 
ment, manufacturing and market- 
ing. This nationwide private 
communications network, linking 
35 of the company’s offices, plants 
and facilities, is contributing sub- 
stantially to Texas Instruments’ 
continuing growth. It is swift—it is 
accurate—all messages are printed, 
and become lasting records. 


And, of particular importance to 
top management, the system is 
flexible—as TI continues to grow, 








Your company, too, can not only 
“multiply manpower-effective- 
ness’ but save both time and money 
with a Western Union Private 
Wire System—engineered to meet 
your specific needs. For all the 
facts, wire collect to: Wester 
Union, Private Wire Division, New 
York, N. Y. 
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to meet§ Messages to be sent from Dallas headquar- In just seconds, sales or engineering informa- Message from field office arrives at proper one 
all the ters are dictated direct to this dispatching tion from any one of 45 stations in 35 offices of several Dallas receiving stations at key areas 
toom, punched on tape and put “‘on the wire.”’ reaches this Switching Center in Dallas, in TI headquarters complex, is delivered 
Nestern Carbons are then returned to the sender. which handles over 840,000 messages a year. immediately to the designated individual. 


ae WESTERN UNION... first in Private Wire Systems 








Earnings of the Project 


The earnings of a project may take one 
or both of two forms: 


1. Savings due to a reduction in operat- 
ing costs 

2. Additional profits due to increased 
sales. 


Both types of earnings have the same 
effect, namely, to increase net profit. 

Determining the earnings of a project 
rests upon the estimate of its economic 
life. Usually the engineering, marketing 
and financial analysis can deal with these 
two characteristics of the project simul- 
taneously and determine the earnings and 
the periods when they will occur. 

The applicable earnings are the after- 
tax savings that result from the project. 
Since it is the net cash flow we are in- 
terested in, ‘depreciation is not an expense. 
However, since depreciation is deductible 
for income tax purposes, the analyst must 
weigh its effect as a tax shield when he 
determines net cash flows after taxes. In- 
terest on any borrowings for the project 
is not considered an expense because the 


method of financing is a separate decision 
based on desired capital structure, internal 
sources of funds, the condition of the 
money market, etc. 

It is always the future income and ex- 
pense of a project that management must 
consider. In most decision-making situa- 
tions, however, there is an alternative to 
the project. For instance, one alternative 
might be to forego the project altogether. 
Where such a choice is possible, the most 
useful measure of the project’s earnings 
may be the difference between the cash 
flows of the alternatives. 

Some or all of the attributes of a a 
posed capital expenditure may be of an 
intangible nature. The analyst cannot 
measure certain of these, such as the 
company’s responsibility in the commu- 
nity, in any reasonable manner; he must 
necessarily evaluate them on a subjective 
basis. Others are intangible only in the 
sense that it is extremely difficult or im- 
possible to express their value in dollars. 
An example would be customer conven- 
ience or comfort. In this latter situation 
the analyst often finds it helpful to de- 
termine, first, what will be considered 





U.S. COUNCIL ISSUES GLOSSARY OF INTERNATIONAL TERMS 
A glossary has been issued by the United States Council 
of the International Chamber of Commerce to help busi- 
nessmen distinguish between such organizations as ECLA, 


EFTA, IATA, and IDA. 


The expression “DAG GATT BIRD,” the glossary ex- 
plains, does not refer to a Khrushchev speech at the United 
Nations, but to the Development Assistance Group, the 
General Agreement on Tariffs and Trade and the Banque 
Internationale pour la Reconstruction et le Développement. 
When French and English titles of an organization are in 
common use the glossary gives both. It points out in this 
connection that, although the French name for the United 
Nations is Nations Unies, no French diplomat would ap- 
pear in the NU. The French word for naked is nu so 
Frenchmen appear properly clad in the ONU. 

Besides providing a convenient source for the names 
of organizations that are often referred to by their initials or 
by an acronym, the glossary contains brief definitions of 
such terms as “Buy American.” It also explains the differ- 
ence between expressions that are sometimes confused 
such as “free trade area’ and ‘‘free trade zone,” the first, 
a preferential trading arrangement between nations, the 
second, an area where goods can be deposited without en- 
tering the customs jurisdiction of the country where the 


zone is located. 


The glossary was written for the businessmen and their 
secretaries in the Council’s member companies but it should 
be useful to anyone concerned with world events. Copies 
can be obtained at 30 cents each from the United States 
Council, 103 Park Avenue, New York 17, N. Y. 
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adequate earnings for the project based 
upon the investment required. With this | 
figure as a guide, management can then | 
decide whether such benefits as customer - 
convenience and comfort are actually” 
worth that much to the company. 


Risk 


Risk can be defined as the extent of the © 


probability that the benefits of the project | 
will not be realized. It can be due to a 
variety of factors. Sales may fall short of 7 
their projected level. Or, because of unan- 


ticipated technological changes, the eco- 4 
nomic life of the project may differ from ~ 
the estimate. Forecasted savings may not © 
be realized because managenient could not | 


foresee additional expenses connected with 
the project. 


Another type of risk is inherent in the 7 
project itself. It can be illustrated by | 
comparing investment in a project in- | 
volving special purpose equipment and | 


relatively high fixed costs with investment 


in a project involving general purpose © 


equipment and relatively low fixed costs, - 
An error in the utilization forecast in the’ 
former instance will have a much greater 
effect on the project’s profitability than | 
will an error of the same magnitude in” 
the latter instance. j 

In evaluating a project, the analyst finds 7 
risk a difficult concept to take into account = 
in a quantitative manner because he lacks © 
an adequate yardstick for measuring it.” 
Several ways to consider risk have been” 
proposed, and businessmen are using” 
some of them. One is to establish a risk = 
factor for each proposal, ranging from” 
1.0 for no risk to .1 for a very high risk, 7 
and to multiply the return for each project 7 
by its risk factor to arrive at riskless” 
equivalent returns.1 However, the short- 
comings of this approach are evident. By 
lumping all elements of risk together, the 
businessman is unlikely to apply the risk 
factors to all proposals in a reasonably 
consistent manner. 

Another approach suggested for meas- 
uring risk is to use the payback period as 
a secondary factor alongside the return 
of the project.2 The limitations of this 
method are obvious. It measures only one 
element of risk, the period when the in- 
vestment is at stake. It does not take into 
account the time pattern of risk, the in- 
herent risk of the project, and the reli- 
ability of the earnings and investment 
estimates. 

For some proposals (for example, the 
introduction of a new product) manage- 
ment might find the payback period com- 
pletely misleading as far as any evaluation 
of risk is concerned. Although the pay- 
back period may be only two years, which 

(Continued on page 528) 


? Robert H. Baldwin, “How To Assess Invest- 


ment Proposals,” Harvard Business Review 


(May-June 1959). 
* Tbid. 
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Leading Defense and Business Organizations report: 


Most Data Processing 
for their dollar 


"METER eT : The Philco 2000 Data Processing System is now in use 
- Hi by many important organizations for business, scientific 
\ —— and military computation. All of these users report 
extremely low cost per unit of data processed... and 

that’s the real measure of computer efficiency and 
economy. With the world’s fastest overall system speed, 
the Philco 2000 is providing these users with more data 
processing for their dollar than is possible with any 
other system. Isn’t that what you’re looking for in a 
computer? A test run of one of your own toughest 


problems will prove that you'll get more for your 
money with a Philco 2000. We’ll be glad to arrange 
® such a test, without the slightest obligation. 
==] famous for Quality the World Over 


PHILCO CORPORATION © GOVERNMENT AND INDUSTRIAL GROUP ® COMPUTER DIVISION © 3900 WELSH ROAD, WILLOW GROVE, PENNSYLVANIA 


PHILCO COMPUTER CENTER ... devoted exclusively to the develop- 
ment, engineering, production and marketing of Philco Computers 

















indicates no appreciable risk, all the risk Probabilities and Statistics for Business The cost of the equipment is $50,000 
may come in the first year when the prod- Decésions.8 Certain practical applications today and $50,000 to be spent on installa. 
uct is either accepted or rejected by the of these concepts have already been made. _ tion over a one-year period. It has an eco- 
market. On the other hand, an improved Another application of statistics to the nomic life of ten years, and it will be de. 
oe process may have a relatively problem of evaluating risk is suggested by _preciated by the straight-line method over 
ong payout, say, four or five years, with Edward G. Bennion in his article “Capital the ten-year period. The estimated earn. 
no appreciable risk of obsolescence of Budgeting and Game Theory’’* in which ings of the investment are calculated in 
either a a or process until well after he outlines a method of applying a modi- Exhibit I. 
the payback period. fied form of game theory in using an eco- Several variations of the payback i 
Businessmen often use another ap- nomic forecast to make capital budgeting method are possible. For example, average 
proach to measure risk. They vary the decisions. This particular technique has earnings could be used: 
critical estimates of the characteristics of limited applicability but is suggestive of : 
a project within the range of reasonable _ the variety of tools which can be utilized See. . Pe 20% years 
probability to arrive at an array of pos- in the capital budgeting process. iinainiaeinas wae De 
sible returns. This method provides the More likely, if management had taken the 
ae only with gs thac a is SELECTION PROCEDURES time to develop the figures in Exhibit I, 
resent and with the range of possible re- : the actual savings after taxes would be 
ie from the pecied. Gale it all the esayr apc spe = —— to ra ~ cumulated to find the year in which they 
possible returns are higher than the lowest Ploy F ae ——— — a aggregated $100,000. In this case the pay- 1 
acceptable return does he know it is a de- rT os - bypers; basi _) q “back would be about 8.4 years. R 
sirable investment opportunity. Even then r. Am at = q a 4 ie yg 2 Several other possible variations of this t 
he does not know which return properly °° 9" ae rt spe 7 — ce of the formula need not be discussed here. All c. 
evaluates the risk and whether investment SO™POUnC sy Hi “Ws wb OK Te ae unsatisfactory as an ultimate means of : 
in the project is better or worse than al- cepts; with this background they can evaluating proposed capital expenditures _ 
. he basic principles of f th the 
ternative uses of funds. tir Pale me: amlig Apher 
Management cannot rely on any of techniques thus far developed. A word nes. 
these methods to measure risk adequately of — is ee These —_1. They do not take into account the miu. 
in terms of its effect on a project’s return - niques are useful tools, but tools only. time value of money. Therefore, they 
—certainly not in terms that will provide {anagement’s mechanistic use of a tech- overvalue projects producing the greatest 
a basis for making capital spending de- — without a complete understanding returns in the earlier years ; conversely, E 
cisions in all, or even a majority of pos- : ry implications and limitations could they undervalue projects in which the maj 
sible situations, However, any one of the ea v serious consequences. The time highest returns are realized late. mu: 
methods may prove useful in a particular and effort necessary to gain this under- 2. They completely ignore the earnings the 
NCR ll ee oe a NA ae standing will certainly be worth while. or lack of earnings of a project after the enc 
selecting from the available tools those Let us consider the specific techniques _ original investment has been recovered. sur. 
which best measure the critical factors in 3 MEAT . Pargewceind é i The payback method, subject to the ~ 
oe ‘imey? ant ety nr . sin cas limitations mentioned earlier, may be use- a 
available, understand the applicability Payback Method nites fem Lappe - 
and shortcomings of each, and have a The payback method does not give a simple pasa ai to eliminate the 
broad perspective of the problem to be rate of return figure for the investment unprofitable projects from further con- ny 
solved. opportunity, Rather, it reveals how many sideration Ag 
The best hope for a comprehensive ap- _years it will take for the project to earn and 
praisal of risk which could be applied toa _ enough to return the original outlay. Sup- ~ — Method = 
majority of investment situations appears pose a company has an opportunity to NARESH gin 
to lie in the area of profitability statistics purchase certain automatic welding equip- The average investment method relates 9 
and expected values. These concepts are ment which will save labor costs of $.13 average earnings to average investment pts 
described in Robert O. Schlaifer’s book per unit in the manufacture of a product. over the life of the project. It does not oe 
properly reflect total earnings of the 7 
5 e e . e e * e e e e e e e e e e e e e e project or the time at which these earn- fen: 
ings are realized. With the same example tha 
EXHIBIT | we used earlier, the formula and solution day 
po ae ; would be: vr 
ysis of Investment Opportunity Payback Method sui 
Forecasted Average annual earnings ing 
productio n after depreciation and taxes day 
in Income Average book investment lon 
thousands Annual Depre- Taxable taxes Savings we $13,950 “~ 
a of units savings ciation savings at52% _ aftertax = $100,000=-2 ~ 27.9%. in 
t 
Oto 1 There are several possible variations of of 71 
1 to 2 120 $15,600 $10,000 $ 5600 $2,900 $ 2,700 this method, but they all fail to take ac- 
nage = —— — — — = count of the time value of money. Hence 
4to 5 240 31,200 10,000 21,200 11,000 ‘10,200 they are unacceptable as sound criteria Sin 
5106 280 «=» 36,400 10,000 26,400 «13,700 ~—‘12,700 for evaluating the profitability of a 
2 Ss 2 a poe (Comte o ge 39 
oa 10 rr 57.200 10,000 47,200 repo ate _* Robert O. Schlaifer, Probabilities and Sta- On 
10 to 11 480 62,400 10,000 52,400 27,200 25,200 per for Business Decisions, McGraw-Hill, _ 
Fy mes o- ann, — ag An 
an ame eory, arvar USINESS 
ee Sey NOVEMBER 1960 2d Game Theory,” Harvard and 
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Budgeting for the Space Age — 


Daniel W. Potter 


ECENTLY, the House Committee on 
R Astronautics and Space Exploration 
stated: The national space policy in the 
United States, to be effective, will inevi- 
tably require the greatest partnership in 
the history of civilization. Industry, busi- 
ness, government, invention, law .. . all 
must join the project. 


* * * 


Effectiveness in this instance very well 
may mean survival, therefore, effective we 
must be. The pooling and coordinating of 
the best of our talents in the fields of sci- 
ence, engineering, production, quality as- 
surance and management, have made for 
extraordinary progress in this direction in 
the past few years. We believe that our 
ptogress in the future will be even more 
extraordinary. Basic concepts in each of 
these fields have given way to new tech- 
niques and concepts geared for the Space 
Age. There is demanded of both industry 
and government, an unprecedented joint 
investment in scientific research and en- 
gineering. In order to be successful and 
profitable, and to fit in with free enter- 
prise as we know it here in America, this 
investment must be a controlled one. 

The production cycle of present-day de- 
fense industry bears little resemblance to 
that of a decade ago. The weapons of that 
day went through a long and tedious 
routine before being released to the field 
—from Research to Development to Test- 
ing to Production. The nature of present- 
day weapons and the time element no 
longer permit this long-drawn-out pro- 
duction cycle. The cycle has been con- 
densed into the bold and original concept 
of production concurrency: 


Research 
Development 
Simultaneously Production 


Quality 


Assurance 


to Testing 


One phase of the cycle overlaps and con- 
tinues throughout the others and _— 
assurance must be an integral part of each. 
An airplane could be flight-tested time 
and time again until all the “bugs” were 


removed, but not so with a missile—when 
the count-down reaches zero and the 
missile goes off, it is gone forever. 

Rapid rates of obsolescence, numerous 
engineering change notices, terminations 
and cancellations are occupational hazards 
of the present-day defense industry. Thus, 
controllers of the individual companies 
comprising the defense industry are faced 
with a unique and challenging problen— 
it is the problem of “control” in the in- 
dustry that has undergone radical changes. 

The Controller's Division at Reeves 
Instrument Corporation was faced with 
exactly this problem, and it is our con- 
sidered opinion that the answer lies with 
effective budgetary control. Just as the 
Reeves gyro is the heart of the guidance 
system of The Discoverer missile, so too 
is our job budget procedure the heart of 
our management control system. 

Benjamin Franklin who had an excel- 
lent sense of humor and a sharp wit re- 
marked, “If you know how to spend less 
than you get, you have the philosophers’ 
stone.” Generally, most controllers of the 
twentieth century agree with this prin- 
ciple. In fact, the use of a sound workable 
budget may be considered the Midas 
touch—the means of efficient profit con- 
trol. 

There are many types of application of 
the budget. One extreme is the Federal 
Budget with its vast spectrum of activities, 


How to provide effective budgetary 
control over “production concurrency” 
in present-day defense industry 


so far-reaching as to have world-wide im- 
pact, and the other extreme is the simple 
household food budget employed by the 
thrifty housewife. Reeves’ budget, em- 
bracing engineering, research, develop- 
ment and the production of complex radar 
tracking systems, gyroscopic guidance 
systems, computers and a vast array of 
technical equipment associated with the 
space race, occupies a place between these 
two extremes. 

As a glove must fit the hand, so, too, a 
budget system must fit the accounting and 
procedures policy of the company. At 
Reeves, the budget is constructed exactly 
in the same manner as the original pro- 
posal, which is the basis of the contract, 
and both are compatible to our cost sys- 
tem and our method of accounting. We 
then have in fact a proposal, a budget 
and, as work progresses, a cost report and 
completion reports on a comparable basis. 

We are, of course, trying to associate 
creative engineering with dollars as well 
as with low-cost production effort. Those 
experienced in working with professional 
and technical people are well aware that 
there is a conflict in interest and that such 
people are not generally enthusiastic in 
dealing with dollars. However, Reeves 
solved this problem by utilizing man- 
hours instead of dollars as the measure of 
responsibility. Therefore, the total budget, 
except for material, is computed in man- 





DANIEL W. POTTER is the secretary of the Long Island 
Control of Controllers Institute and secretary and controller 
of the Reeves Instrument Corporation, Garden City, N. Y. 
He was formerly assistant treasurer and manager of ac- 
counting for Bosch ARMA Corporation; controller of Liberty 
Tool and Gage Works and treasurer of the Waltham Horo- 
logical Manufacturing Company. He worked in public ac- 
counting with Price Waterhouse & Company and Ernst & 
Ernst before joining Liberty Tool and Gage. For a brief time 
he taught advanced accounting at Edgewood Junior College. 
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hours. The question, “How many hours 
will the program take?” is answered faster 
and more accurately. Then, too, we are 
speaking a common language, since en- 
gineering, production and quality assur- 
ance program their work in man-hours. 
The responsibility of converting the man- 
hours into dollars and applying applicable 
overhead rates is left to the budget group. 

The obligation to perform in a satis- 
factory manner under the terms and con- 
ditions of a contract overshadows the in- 
tent and purpose of a budget. It is 
equally important to mention that the 
budget is a guide to alert all parties to 
existing problems and in no case should 
it be used to censure a performing de- 
partment. However, this is no escape 
from the necessity, no matter how com- 
plex the problem, to project in advance, 
and live within the projection. 

The budget at Reeves is actually a 
measurement tool developed by the en- 
tire organization. Each division has been 
consulted and there is no feeling of hav- 
ing to accept an arbitrary budget estab- 
lished by the controller. The budget 
group’s first responsibility, at any indica- 
tion of variance, is to discuss the matter 
with the operating division involved and 
then jointly discuss the problem with 
management. The success of this budget 
procedure has been possible only through 
the cooperation and support of the per- 
sonnel of the operating departments. 

Working for the Government’s vast de- 
fense industry creates special accounting 


and administrative problems. Conse- 
quently, we have followed closely the 
Government's guide for cost projections, 
learning curves, historical data and con- 
sistency of estimating techniques. This 
material is the result of much research and 
investigation by the Government and 
when properly adapted is sound for any 
business. 

Today’s research and development type 
programs, and complex production jobs, 
create additional problems for budgeting 
people. It must be recognized that much 
of the estimating for the original con- 
tract proposal may be based upon ex- 
tremely limited data such as sketches, 
schematics, and incomplete bills of ma- 
terial. To aid in establishing a reasonable 
operating budget, our procedure provides 
that the division managers review their 
estimates with due regard to competition 
and price hurdles and to be ready to ac- 
cept a budget that will permit a profitable 
operation. The final budgets are agreed 
upon in “give and take’’ conferences. 

The Budget Department must also be 
braced to make revisions since changes 
are likely because of the very nature of the 
business. Modifications may be necessi- 
tated by changes in scope, shifts in 4 
erating department workload or by su 
contracting a part of the work instead of 
manufacturing as originally planned. 

The basic authorization to expend 
funds at Reeves is the sales order (job 
order), therefore, the budget, to have any 
positive significance must be issued with 


(See Exhibits 2 and 3 on facing page) 


EXAMPLE OF MONTHLY REVIEW—COMPARISON WITH BUDGET, ACTUAL 
AS ACCUMULATED—RECENT ACTION, AND FUTURE FORECAST 


Column 
Index 


Description 


1. ORDER NO. Internal identification of contract or job 


number. 
2: 
8: 
(exhibit 1) . . 


DESCRIPTION Brief description by work title. 
BUDGETED HOURS As lifted from Central Budget form 
. showing maximum aggregate. 


4. EXPENDED HOURS Cumulative, spent to month end, 


as dated. 
5: 
to 4, 
6. 
rf 
8. 
9. 


PER CENT OF BUDGET EXPENDED Ratio of column 3 


PERIOD HOURS Last month’s forecast. 

PERIOD HOURS Last month’s actual expended. 

BALANCE HOURS IN BUDGET Remaining hours in 
budget after subtracting column 4 from 3. 

SCHEDULE—NEXT SIX MONTHS As supplied from Op- 


erating Departments by type of labor. 
10. BALANCE TO COMPLETE Hours required beyond next 


six months. 


11.‘ T.LF.—TOTAL INDICATED FINAL Equals 4 plus 9 


and 10. 


12. PER CENT OF COMPLETION Progress of over-all con- 
tract, estimating physical percentage of com- 


pletion. 


13. COMMENT By the budget manager, of special inter- 
est to the controller, where significant. 





NETL, 5. 5 69 e's Gn ged ek eesbee is enree NOVEMBER 1960 





530 
























each sales order. The Budget Department 
of the Controller's Division issues the 
budget (Exhibit 1) for every contract of 
purchase order simultaneously with the 
release of each job or program. No pro. 
gram is released, nor can any work be per: 
formed by engineering, production of 
quality assurance, unless there is a cover. 
ing budget. Individual budgets are pre. 
pared for jobs in excess of $10,000 and 
a weekly aggregate budget for smaller 
jobs. This job budget is the expression, in 
hours and dollars, of the scope of effort 
called for by the contract and/or purchase 
order. Based upon the controller’s budget, 
the procedure provides for each operating 
department to set ea and maintain the 
necessary internal subsidiary budget con. 
trol, which is discussed and _ illustrated 
under “Subsidiary Budgets” on page 532, 

The Reeves job budget provides man- 
agement with many important elements 
of control. Following are a few of the 
more outstanding: 


1. A guide to engineering, production, 
quality assurance and test as to the scope 
of the job, expressed in hours and dollars, 

2. A forewarning of delivery schedule 
slippage. 

3. A comparison of the cost (dollars) 
completion to the physical (hardware) 
completion of every job. 

4. Assurance of contractual coverage 
necessitated by changes in scope. 

5. Workload requirements, 


FORECASTS BY OPERATING 
DIVISIONS 


The Controller's Budget Department 
issues a monthly summary, by job and op- 
erating division, for labor (Exhibit 2) 
and material (Exhibit 3) respectively, 
to the divisions involved. This report is in 
detail indicating the original budget, ac- 
tion of the prior month, remaining man- 
hours and dollars of material to be ex- 
pended, material processed and _ blank 
columns wherein the operating division 
will insert its forecast for the ensuing six 
months and return the completed report 
to the Central Budget Department. All 
open contracts are listed on this form each 
month until completed. This report re- 
flects a preponderance of the business on 
hand and the monthly forecast to com- 
pletion. By calculation at the expected 
labor rate and applying forecasted over- 
head, the Budget Department can thus 
ascertain: 


That each contract is progressing ac- 
cording to plan. 

What trend exists by the monthly com- 
parison—budget versus actual. 

Total cost and sales forecasts by a com- 
posite of all contracts—a valuable current 
report to top management forecasting six 
months ahead and the balance of the 
estimate to complete. 


(Continued on page 532) 
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Eabibit 2 

\UDGET DEPARTMENT 
pate__11/4/60 __ 

ronm #11 


TOTAL 


SALE MATERIAL 
ORDER bead CHARGED 
suoeer 


1234 $240,000 | $110, 60,500 


1235 13,200 4 10,800 


1236 114,250 63,000 


1237 25,000 10, - 


bit 3 
1238 BUDGET DEPARTMENT 


1239 pate__11/4/60 _ 


IK 
IN 
IN 


TTT 


EXPENDED TO DATE 


tt 


i 
tl 


\l 
i 


AN 
IN 


MONTHLY COMPARISON ~- — 


(MAJOR CONTRACTS, NOT INCLUDING PROPIETORY. 


OPERATING DIVISION 


BALANCE 
™ 


Tora BuDeET Nov. 


170,500 69,500 | 18,000 


15,000 1,800 200 


97,000 17,250 2,000 


10,500 14,500 2,000 


MONTHLY COMPARISON ~- ~ DIRECT LABOR HOURS EXPENDED TO BUDGET 


SCHEDULE OF MATERIAL COST — NEXT SIX MONTHS 





EXHIBIT 1—HYPOTHETICAL EXAMPLE OF CONVERSION FROM CONTRACT PRICE PROPOSAL TO BUDGET 
DIRECT LABOR HOURS AND DOLLAR MATERIAL FACTORS SUBSEQUENTLY CONTROLLED TO THIS BUDGET 


Exhibit 1 


BUDGETS 


REEVES INSTRUMENT CORPORATION PaGE_2_.of_1__ 


ORIGINATING sOuRCcE__Negotation #51121 SALES ORDER NO. 1234 








DATE BUDGET IssueD__10/2/60 
CUSTOMER__“A" Company = Missile Div. 


bk January 196). 











SO DeScRPTION__(20) IRP Systems 








1234-2 
Tools 


1234-3 


Composite 
Test Total 


DIRECT MATERIAL COST VS BUDGET 
. APPROXIMATELY $10,000 PLUS) 


pace 1 or 8 


AS AT MONTH 


BALANCE 
To TAF 
COMPLETE 


Dec. Feb. Mar. Apr. 


2, 3,000 5,000 223,500 | under budget 


- - - 15,300 | c/s under neg. 


500 1, 1,200 500 105,900 | under budget 


1,500 2,000 5,500 25,000 | new 9/12/60 


pace 1 of 8 


(MAJOR CONTRACTS, NOT INCLUDING PROPIETORY. APPROXIMATELY $10,000 PLUS) 


Blectrical Assembly issoncisss 4 AS AT MONTH ENDING__10/31/60 





rom a0 
1240 

saLes 
ORDER 


1241 


1242 

1234 IRP Systems 
1243 

1235 Radar Dev. 


1244 1236 MQ Systems 
1245 


1237 Servos 


1246 


1238 Spare M.C. 


1247 


1239 Field Ser. 


1248 


1240 Resolver 


1 
ice 1241 


1250 1242 
1243 


1244 


SCHEDULE OF HOURS — NEXT SIX MONTHS emanes 
hans. To Thr 


COMPLETE 


Sor 
come. 


COMMENT 


Nov. Dec.| Jan63 Feb. | Mar. | Apr. 


1, 800 600 | 600 | 1,100 65.] on sched. 


- ~ 7 o 85.| alerted 


700 500 150 90.] on sched. 


200 ° new 
200 ahead 

- sub. call 
200 
100 


200 





EXHIBITS 2 AND 3—MONTHLY COMPARISON SHEETS (See facing page for description) 
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EXHIBIT 4 


EXHIBITS OF HYPOTHETICAL INTERNAL CONTROL OF BUDGET AS USED BY 


ENGINEERING DEPARTMENT 


s.0. 


1234 


Dash. 1 


pate 10/26/60 


Page 


PROJECT STATUS REPORT 


for 


I RP SYSTEM PROGRAM 


1 aes 





Schedules have been reviewed and - 


Project is on schedule 


See special comments: 


Man-hour status 


has been reviewed and - 


There are no budget problems to be reported at this time 


See spec: 
The proj 
nature 
There ¢ 


See sr 
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COST CONTROL—SUBSIDIARY 
BUDGETS 


Each operating department maintains q 
subsidiary budget control (Exhibits 4 
5, 6) to follow its internal progress and 
expenditures (engineering forms. illus. 
trated). Their procedure fits their par- 
ticular type of departmental effort and 
forms are utilized with the object of re. 
porting the cs ge against the de. 
partment’s budget. In addition, a weekly 
tabulation of actual labor costs, by 
of labor, is supplied to each division y 
the Controller's Budget Department. In 
this way the expenditures against each 
job are reported periodically, following 
the budget release. Hence, operating de- 
partments are made cognizant of ex- 
penditures against jobs as quickly as 
modern machine tabulating equipment 
permits. This makes it possible to de- 
termine where the contract may be un- 
favorable and where corrective action 
should be taken. Being able to shift tech- 
nical people from one assignment to an- 
other promptly is a must in the space race. 


REVISIONS 


When a change of significance may 
affect the outcome of the budget, a te- 
vision is issued in the same manner as a 
new budget. The revised budget makes 
known the source and supplies data to 
support the change. 

The ability to shift direct costs be- 
cause of expansion, retraction, accelera- 
tion or delay, without unduly increasing 
the job cost, is the core of most efficient 
budgetary control. Plotting the budgeted 
machine shop workload by type of op- 
eration—that is, comparing current work- 
load against available factory capacity— 
assists in the decision whether to make 
instead of buy or vice versa. When a 
change is thus decided upon which is at 
variance with the existing budget, a re- 
vised budget is issued. It is generally ex- 
pected that this actton will not alter 
the total over-all budgeted amount un- 
favorably. 

“After the fact’ budget action must be 
avoided. The Budget Department must 
anticipate and be cognizant of any cost 
that affects the end result before it hap- 
pens. 

To summarize, the all-important objec- 
tive of living within a prescribed budget is 
realized only by good supervisory manage- 
ment of each program and proper plan- 
ning prior to the start of each program. 
No budget program is a substitute for 
supervision, it is only an aid for supet- 
vision to use. Continuous control is main- 
tained over such factors as: 


1. The use of proper classifications of 
personnel. 

2. Restriction on use of overtime. 

3. Procurement of material so as to 


(Continued on page 547) 
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A NATIONAL SYSTEM repaid 
its cost in ten months. 


“Our G@lalional Accounting System 


saves us*8,600 annually... 


pays for itself every 10 months.” 


“This year Americans will invest over 
a billion dollars in mobile homes. To 
keep astride with this giant market re- 
quires the most modern accounting 
techniques. That’s why we have in- 
stalled a National Accounting System,” 
writes Arnold J. Romeyn, Secretary- 
Treasurer of Kit Manufacturing Co., 


ne. 
“We find the speed, accuracy, and 
efficiency of our National System frees 
departmental personnel for other im- 
portant tasks. Even our most com- 
plex accounting demands are handled 
swiftly and precisely by Nationals. For 
example, our National Accounting Sys- 
tem handles general ledger, payroll, 


accounts receivable, purchases, distri- 
bution, and a host of other record keep- 
ing requirements. 

“To conclude, we feel that Nationals 
have certainly helped us maintain our 
position as the West’s largest producer 
of mobile homes. Most important, our 
National Accounting System saves us 
$8600 annually ... pays for itself every 
10 months.” 


Of homage! 


Secretary-Treasurer of 
Kit Manufacturing Co., Inc. 


THE NATIONAL CASH REGISTER COMPANY, vayton 9, Ohio 


1039 OFFICES IN 121 COUNTRIES * 76 YEARS OF HELPING BUSINESS SAVE MONEY 


- Plan. (See the Yellow Pages of 








ARNOLD J. ROMEYN, SECRE- 
TARY -TREASURER of Kit 
Manufacturing Co., Inc. 





MODERN EXTERIOR of a Kit 
Stateliner Mobile Home. 


—Kit Manufacturing Co., Inc., 
Long Beach, Calif. 


Your business, too, can benefit from the 
many time- and money-saving features 
of a National System. Nationals pay 
for themselves quickly through savings, 
then continue to return a regular yearly 
profit. National’s world-wide service or- 
ganization will protect this profit.. Ask 
us about the National Maintenance 





your phone book.) 
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Good and Bad Sides 
of the Blanket Purchase Order 


Alfred P. Koch 
and Sherwood George Walters 


aa in today’s highly competitive 
markets necessitates new ideas and 
new methods. One innovation of recent 
origin is the blanket purchase order. In 
order to maintain present sales volume, to 
secure new or additional sales volume, to 
get an edge on or to squeeze out competi- 
tion, an increasing number of vendors, 
manufacturers and industrial supply firms 
utilize the blanket purchase order. 

Constant source of supply from a repu- 
table vendor, prompt delivery, lower cost 
of buying and handling, etc.—these ad- 
vantages may be found in the blanket pur- 
chase order. However, there may be cer- 
tairi concessions which the inexperienced 
supplier may unwittingly grant that may 
be questionable and economically un- 
one. 

In this appraisal of the blanket pur- 
chase order, the technique and the ad- 
vantages and disadvantages accruing to 
buyer and seller are identified and dis- 
cussed. A case history involving the use 
of a blanket order by a long-established 
industrial supply firm serves to underscore 
the fact that even an experienced innovat- 
ing entrepreneur may fall victim to the 
siren song of the blanket purchase order. 

Among advantages under a blanket 
order, the supplier acts as a storekeeper 
inasmuch as the customer's inventory re- 


Advantages to the buyer and seller and what 
to watch out for when signing the agreement 


quirements are stocked. As a result, a 
customer is required to carry only a 
skeleton inventory of material for, per- 
haps in some extreme instances, no morc 
than daily current production needs. In 
effect, the customer requisitions from the 
supplier’s stockroom, instead of his own 
stockroom. The sometimes crucial element 
of prompt delivery is virtually guaranteed 
in the blanket order, and reputable sup- 
pliers conveniently located may fulfill 
requisitions even on a daily basis. 


ADVANTAGES TO THE BUYER 


A blanket-order policy in purchasing 
may result in the elimination of certain 
cost, expense, and capital requirements. 
An impressive number of advantages may 
be given including: 


1. Prices may be guaranteed for a 
negotiated period of time. 

2. Quantity discounts may be granted 
on the basis of quantities shown on the 
blanket order. 

3. Cancellation charges may be elimi- 
nated since a supplier meets the demands 
of other customers. 

4. Capital requirements for stock in- 
ventory, land, building, shelving, and ma- 
terial-handling equipment may be de- 
creased by stocking a skeleton inventory. 


5. A skeleton inventory would require 
less storekeeping, and the resultant effect 
would be a decrease in the number of em- 
ployes. 

6. Record-keeping and accounting for 
inventory would be decreased since fewer 
different types and smaller quantities of 
stock items would be inventoried. 

7. Losses and costs resulting from 
theft, shrinkage, damage, fire, obsoles- 
cence, depreciation, and miscellaneous 
risks would be held to a minimum. 

8. Since certain capital requirements 
may be reduced, the cost of borrowing 
may be lessened. 


In addition to these and other possible 
cost and expense advantages, a blanket 
order puts a customer in a better position 
to meet budgetary allotments and per- 
haps improve cash flow by requesting de- 
ferred billing. An uninterrupted produc- 
tion schedule may be assured since the 
supplier carries tools and materials to 
meet future production needs. 

These considerations are the dollar-and- 
cents reasons for the purchasing agent to 
buy under a blanket order. 


ADVANTAGES TO THE SUPPLIER 


The blanket-order method of doing 
business also may be profitable to the 








MR. KOCH 


ALFRED P. KOCH, associate professor of accounting at Lehigh Univer- 
sity, is consultant for several business firms. He is a certified public 
accountant (Pa.); member of the American Institute of Certified Public 
Accountants, Pennsylvania Institute of Certified Public Accountants, Amer- 
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supplier since long-term orders build up 
a backlog of guaranteed future sales. The 
si:pplier is in a position to earn or bargain 
for favorable quantity discounts with the 
manufacturer on the basis of consolidat- 
ing quantities of like material from the 
blanket orders of many customers. 

The cost of making sales may be re- 
duced since the order may cover a long 
etiod of time and could contain in one 
order what ordinarily would encompass 
one hundred separate orders. The sales 
time and effort saved may be used in pro- 
curing new business from present and 
new customers. By rendering good service 
and assuring delivery on time, future 
orders may be received from the same 
customers for items not covered by the 
blanket order. 

The supplier also may have the ad- 
vantage of negotiating a blanket order 
with his manufacturer for a negotiated 
period of time at guaranteed prices. 


POSSIBLE HAZARDS TO THE SUPPLIER 


Under normal conditions, the blanket 
otder is advantageous to both the cus- 
tomer and the supplier. However, many 
suppliers may not be on the so-called 

referred list and are unable to secure a 
blanket order because of the ever-increas- 
ing intensity of competition. In order to 
squeeze out competition, to get an edge 
on competition, or to secure new business 
or increase present volume, a supplier 
may use this blanket-order technique in a 
fashion detrimental to financial sound- 
ness. A situation covering many pitfalls 
may arise through the improper use of a 
blanket order. Such a situation involving 
an actual case history is illustrated below. 
The order was accepted by a supplier to 
secure a competitive advantage at a time 
when a price increase was anticipated, al- 
though no price protection was granted 
by the manufacturer. 

A manufacturers’ distributor of indus- 
trial tools and supplies negotiated a 
blanket purchase order with one of its 
customers for a period of a year and a 
half from July 31, 1958, to December 31, 
1959. The order read as follows except 
that only a partial list is shown in Ex- 
hibit I of some 1,000 items that were 
ordered in varying quantities. The usual 
mark-up on these items to the distributor 
was 20 per cent. Pertinent data from the 
blanket purchase order follow. 


Delivery—In accordance with our re- 
leases. Price list in effect on July 1, 1958, 
less. 10%. 

To cover our estimated needs of reamers, 
twist drills, taps, and dies as shown on 
the attached list for the period July 1, 
1958, to December 31, 1959. 


NOTE: The attached list was compiled 
from the best historical information avail- 
able to us, our actual usage for 18 months 
ended June 30, 1958. If our requirements 


EXHIBIT | 
A PARTIAL LIST FROM THE BLANKET ORDER 


Supplier's Material Cost 














Selling 
Price July1, Oct.1, July15, 

Quantity High Speed Drills (Each) 1958 1958 1959 
72 25/64" 1.86 1.66 1.87 2.24 

400 13/64 1.86 1.66 1.87 2.24 

100 27/64 2.03 1.81 2.05 2.40 

72 7/16 2.03 1.81 2.05 2.48 

252 29/64 2.22 1.98 2.24 2.60 

e e 7 * e e * e e s «. . e e Zs e e e * e e 


do not materialize to the extent of the 
attached list, we are relieved of any obli- 
gation in this contractual relationship. 

The buyer in this circumstance was 
freed entirely from the risk of a price in- 
crease. Purchases that are made for other 
than specific or known requirements are 
to a degree speculative. The appendent 
note to the purchase order freed the buyer 
from ordering the quantities specified if 
the need did not materialize. In addition, 
this blanket order not only freed the buyer 
from the speculative risk of a price rise, 
but the appendent note permitted that, in 
the event of a price decrease, the buyer 
could shift to other sources of supply to 
secure lower prices. In order to prevent 
such a shift, most suppliers will auto- 
matically pass on price decreases. This 
condition is conceivable; however, in to- 
day’s period of inflation and higher labor 
costs, decreases seem unlikely. 

The buyer secured in this instance the 
advantage of quantity discounts although 
the size of his releases did not entitle him 
to a quantity discount. He was also as- 
sured of an adequate inventory without 
the cost of maintaining that inventory. 

The industrial distributor was con- 
vinced that his own manufacturer would 
guarantee to hold prices in the event of a 
price increase. Pressures of competition 
and time forced the distributor to negoti- 
ate the blanket purchase order without 
obtaining formal assurance from his man- 
ufacturer. However, contacts with junior 
executives led him to believe that the 
price would be held. This belief bolstered 
his hopes that the business deal would be 
a very lucrative one. While the industrial 
distributor appreciated the possibility of 
having to absorb a price increase, he felt 
that there was a psychological advantage 
to be gained which would result in addi- 
tional purchase orders. Such possible gains 
may not offset the possible losses incurred 
by poor marketing strategy. 

On October 1, 1958, a price increase 
was announced for the trade. A second 
price increase was made on July 15, 1959. 
The distributor was forced to absorb these 
price increases since no price-protection 


_ tions from a normal 


guarantee was made by his manufacturer. 
Unfortunately, the industrial distributor 
was able to furnish only 50 per cent of 
the requirements from inventory before 
the first price increase went into effect; 
25 per cent was secured at the price ef- 
fective October 1, 1958; and 25 per cent 
was secured at the price effective July 15, 
1959. Thus it was necessary to purchase 
50 per cent of the requirements at a cost 
in excess of the guaranteed selling price. 


CIRCUMVENTING THE HAZARDS 


Since specific brand names were not 
given for the items listed in the blanket 
purchase order, it might have been possi- 
ble for this supplier to protect himself, or 
at least modify the impact of the price in- 
creases, by procuring items of comparable 
quality from inventories being liquidated 
or from foreign sources which might have 
been available at lower prices. If such 
alternatives are not available to the sup- 
plier to alleviate such a dilemma, it be- 
comes necessary to sit out the storm at a 
loss, if financially able, or face liquida- 
tion or possible bankruptcy because of an 
inexcusable, self-imposed, precarious po- 
sition. 

It is glaringly apparent that the fore- 
going blanket order contained seemingly 
unbelievable flaws, flaws to which one 
would say experienced business managers 
would not fall victim. Yet, this story is 
taken from an actual case history, con- 
cerning a long-established industrial sup- 
ply firm. 

The writers’ observation is that the 
supplier might have been influenced by 
the customer on the basis of an implied 
promise that ‘‘you’ll have your foot in the 
door on a permanent basis.” Calculated 
risks resulting from questionable devia- 
lanket order may 
be too great to assume and may be eco- 
nomically unsound. 

There are definite economic benefits to 
both the supplier and buyer under normal 
blanket-order conditions. But there are 
certain points which are well to remember 
when negotiating such an order. If the 

(Continued on page 547) 
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New way 
to get a 
bird’s-eye 
view of an 
industrial 
plant 





Now data from strategic points throughout a factory can be re 
ported to a central location simultaneously. This is IBM TELE 
PROCESSING with the new 357 Data Collection System. 

The IBM 357 Data Collection System gives management current, 
accurate information needed to meet rapid changes on the fac: 
tory floor. And the system has just been made even more flexible: 
It now accepts identification data from employee badges that also 


, Serve as conventional plant badges. A new input keyboard has 
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also been designed specifically for an industrial environment. 

Here’s how this IBM TELE-PROCESSING system works: A worker 
ina plant finishes a subassembly. He puts an IBM card in an elec- 
tronic device no larger than a typewriter and keys in information 
about the completed job. The production data is flashed instantly 
toa central receiving station. At the same time, facts flow in from 
similar input stations throughout the plant. All this data can feed 
into the plant’s central data processing system. 


Can an IBM TELE-PROCESSING system help you? 

Facts must be “live” to be of use in management decisions. 
IBM TELE-PROCESSING systems move data fast to where it’s 
needed, whether the distance is a thousand yards, a thousand miles, 
or more. Ask your IBM representative about the new advances in 
TELE-PROCESSING systems and how they can extend management 
control over rapidly changing business operations. Data Processing 
Division, International Business Machines Corporation. 


IBM. TELE-PROCESSING 











Stuart B. Miller 


Mr. Miller is vice president-finance, 
Fansteel Metallurgical Corp., Chicago 


* eines management planning and 
control is as old as business itself, its 
definition has been elusive. Webster in- 
cludes in the definition of management 
“judicious use of means to accomplish an 
end”; planning is described as “devising 
or projecting a course of action”; and the 
same lexicographer defines control as ‘‘the 
exercise of restraining or directing in- 
fluence through checks and tests and veri- 
fication by counter or parallel evidence.” 

In our modern economy, these defini- 
tions might be paraphrased to describe 
management planning and control as a 
concept of doing business, based on the 
following premises: 


1. That, to insure profitable operations, 
all businesses should establish a definite 
plan of action in which all the key func- 
tions of the company are represented in 
the formation of the plan; 

2. That each basic function of the 
business shall be so coordinated and in- 
tegrated within the plan that, in the over- 
all conduct of the business, these func- 
tions are effectively in balance; and 

3. That, since the plan is for profit, 
it should be so conceived and developed 
that it can be expressed in financial terms 
and used as a basis for controlling opera- 
tions through the inclusion of a series of 


Management Planning and Control 


bench marks against which actual opera- 
tions can be compared and progress meas- 
ured. 

Let us trace the application of this con- 
cept from one of the early and simplest 
forms of business to its present-day suc- 
cessor. In the production of upholstered 
furniture, for example, several of our 
modern organizations, engaged in multi- 
plant production, were started by a single 
craftsman. In the beginning, his market 
was limited to customers who were his 
neighbors. He could purchase material as 
he needed it, and fabricate the furniture 
in his own home. As his skill in designing 
and the quality of his products became 
recognized, his market expanded, the 
number of customers increased, and he 
was required to employ others to assist in 
the production of additional units needed 
to meet the demand. 

When this occurred, management plan- 
ning and control began to assume hee, 
even though it was crude and informal— 
and, perhaps, unrecognized. The owner 
of the business was encountering, in a 
lesser degree, the same fundamental prob- 
lems that confront large modern busi- 
nesses. Prices had to be established and 
sales estimated so that manufacturing 
space, equipment, materials and labor 
could be provided within the framework 
of profits derived from the business or 
with capital obtained from outside sources. 

With continuing success, increased 


IMPROVE OFFICE PRODUCTIVITY—CUT COSTS-— 
THROUGH CLERICAL WORK MEASUREMENT 


Now office work measurement can work for you just as effectively 
as factory work measurement. With special work measurement tech- 
niques developed exclusively for clerical situations, the Frank M. 
Knox Company can help you to appreciably increase office efficiency, 


while eliminating excessive expense. 


When properly planned and implemented, a Knox clerical work 
measurement program gives you an accurate answer to paperwork 
and staffing problems. And, it supplies a firm basis for a continuing, 
effective and economical office operation. 


Learn how you can cut your company’s office expense by utilizing 
the proven techniques of the Knox Company. Send for your Free copy 
of Clerical Work Measurement. There’s no obligation for this in- 
formative Knox booklet. 


THE FRANK M. KNOX COMPANY, INC. 
MANAGEMENT CONSULTANTS 


60 East 42nd Street 
New York 17, New York 


1405 East 6th Street 
Cleveland 14, Ohio 








profits became available through expanded 
sales, in turn made possible by the scopes 


tion of additional facilities. These facil- 
ities were often located to effect economies 
in production and to serve better expand- 
ing markets. Because the owner was no 
longer able to maintain full-time physical 
contact with all facilities, as was the case 
when all production occurred under one 
roof, he was forced to share his responsi- 
bilities with others and the need for plan- 
ning and control assumed greater signifi- 
cance. 

To avoid tying up cash unnecessarily, 
more careful sales forecasts had to be 
made, and production planned so that 
inventories could be maintained at levels 
compatible with income. Manufacturing 
bench marks were needed, to permit com- 
parisons of labor and other costs at widely 
separated producing units and to deter- 
mine the effectiveness of various types of 
equipment and fabricating processes. 

Naturally, the concept of management 
planning and control varied between com- 
panies because of (1) differences in per- 
sonalities within the management struc- 
ture; (2) management's own views as to 
the extent of planning and control 
needed; and (3) the degree of skill avail- 
able to management through existing per- 
sonnel. While these variances have re- 
sulted in widely divergent applications of 
the concept, all businesses having the 
functions of purchasing, production and 
sales usually can be classified in three 
major categories: 


1. Those that have no specific plan for 
coordinating the efforts of these functions, 
so that they will be substantially in bal- 
ance at all times, or 

2. Those whose management plan is in 
the mind of the chief executive officer 
who does not explain or define his plan 
to the various functional groups. Instead, 
he expects his subordinates to carry out 
his general directives without any knowl- 
edge of the over-all plan or directives is- 
sued to other functional divisions of the 
business; or 

3. Those that have a coordinated plan 
which includes objectives for all func- 
tions, such as purchasing, production, 
sales, distribution, product research, prod- 
uct engineering, capacity utilization, capi- 
tal expansion, cost and profit determi- 
nation and financial management, and 
procedures for attaining them. In these 
cases, each functional group participates 
in the development of the plan and is fa- 
miliar with the objectives and participa- 
tion of all groups in the over-all program 
of the business. 

Certainly, no one can deny that some 
form of management planning and con- 
trol prevails in every business, even 
though it may be nebulous in character, 
as in the smallest of businesses where only 


(Continued on page 540) 
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Todays low-cost way to automate 
your management controls 1s with 


Keysort Data Processing 


For the fast, accurate reports you need to establish firm 
management controls; for up-to-the-minute information 
in any number of vital areas such as order and sales 
analysis, inventory, job and labor costing — Keysort is 
the data processing system to use. 

The reasons are many. No restrictive procedures; 
minimum training; remarkable economy; simplicity of 
installation and operation. 

Keysort, in fact, is the only automated data processing 
system flexible enough to fit your business as it stands 
and as it grows. It is the one system adaptable and 
affordable to companies of every size. 

With Keysort you use easy-to-handle punched cards 
—mechanically created for rapid sorting and classifica- 
tion. Figures are automatically tabulated and results 


summarized direct to reports without transcribing. 

Result: Keysort automates your data processing to 
give you the meaningful on-time information you need 
for complete control of your business and profits, 
Monthly, weekly, daily. And at truly low cost. 

Your nearby Royal McBee Data Processing Systems 
Representative has had a wealth of experience in solv- 
ing management control problems. Working with you, 
with your systems and procedures experts, he can offer 
helpful advice about a low-cost Keysort system tailored 
to your individual requirements. 

Call him, or write us at Port Chester, N. Y—indicating 
the applications in which you are interested—and we 
will be happy to supply you with actual case histories 
from our files. 


ROYAL MCBEE. data processing division 
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the proprietor is active in management. 
It would be reasonable to assume that the 
need for formal, well-defined procedures 
for developing and implementing a co- 
ordinated program to attain clearly es- 
tablished objectives, increases in direct 
proportion to the growth of a business 
and the extension of its facilities. 

The success of a business is dependent, 
in practically every instance, upon the 
abilities of its executives to plan, manage 
and control its operations. Since no two 
persons, or businesses, are precisely alike, 
a hard-and-fast formula for the applica- 
tion of planning and control principles 
would be difficult—if not impossible—to 
contrive. But this difficulty does not ob- 
viate management's need for planning 
and control devices. Management, par- 


ticularly that which is characterized as 
“professional” as contrasted to that fur- 
nished by the principal owners, accepts 
an inherent responsibility to initiate and 
institute realistic objectives, a plan for 
their attainment, and the adoption, to the 
extent that the business can afford, of 
operational and financial controls ade- 
quate to prevent erosion of capital and to 
insure profits. 

Concurrent with the expansion of our 
national economy and the accompanying 
growth of individual businesses, a marked 
change in recording and reporting busi- 
ness progress has occurred. Since business 
is for profit, it is customary to express 
progress in terms of dollars. It is natural, 
therefore, that this change should have its 
roots in the accounting area. 





BNA’s TAX MANAGEMENT 


Portfolios 


- Exhaustive Analyses 


Topic-by-topic treatment 
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lems in separate Port- 
folios 





























* Complete Worksheets 

* Full Bibliography 
(including references to con- 
ventional tax services) 
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Consolidated Returns 
—Special Taxes and 
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Bad Debts 
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Accounting records and bookkeeping 
were generally “in the hat’’ of the owner 
of the one-man business, because he was 
in direct contact with and intimately fa. 
miliar with every facet of business. With 
the need for outside labor to supplement 
his efforts and later, the advent of in- 
come taxes, formal records had to be 
maintained and a “‘figure-man” or book- 
keeper was employed. 

As the product line expanded and ad- 
ditional facilities added, the owner found 
it necessary to rely more and more upon 
the financial records of the business for 
guidance in making decisions regarding 
its current operations and its future pol- 
icies. No longer was the bookkeeping a 
necessary expense incurred only to support 
tax returns and provide payroll, accounts 
receivable and other details. Properly 
maintained and summarized, it became 
one of the most important tools of man- 
agement, and the interpretation of the re- 
sultant reports assumed major importance. 
This development led to the retention of 
the “accountant,” who was not only capa- 
ble of devising and installing systems that 
would yield desired information, but who 
was also capable of translating the figures 
into operating and financial data needed 
by the owner or his professional managers. 

Competition, in turn, required that 
each business eliminate to the greatest ex- 
tent possible, all unnecessary operating ex- 
penses. Increasing tax rates necessitated 
careful consideration of the impact of 
taxes on programs under ciuelinution 
The advancing cost of borrowed funds 
demanded a conservation of cash through 
careful control of inventories to avoid ex- 
cessive or obsolete stocks. To insure its 
competitive t awegie and profits, a busi- 
ness engaged in multiproduct and multi- 
plant activities had to establish records 
and a series of checks and counterbalances 
that would permit comparisons of product 
costs and preclude the entry and continua- 
tion of costly malpractices, 

Because of the ever-growing complex- 
ities of today’s business, coordination of 
functional units has become almost man- 
datory. This has brought about another 
development in the financial and record- 
keeping area. The area of responsibility in 
which the accountant performed pro- 
gressed from that of a senior clerical cate- 
gory into a full-fledged integral part of 
management itself. 

Many companies have created a new 
official position and title to provide lead- 
ership in this area, Often the official in 
charge has the title of ‘‘controller.”’ Other 
titles may be used because they, like the 
concept of management planning and 
control, vary with each organization. The 
controller, or his equivalent, in order to 
discharge adequately his responsibilities 
must coordinate the record-keeping gen- 
erated by the various functional units, 
and he must coordinate with sales fore- 
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casts, purchasing, labor and other operat- 
ing expenditures. He is responsible for 
the preparation and interpretation of re- 

rts to all necessary segments of man- 
agement. He should compare actual per- 
formance with operating plans and 
achievements with objectives and, if 
proper, recommend procedures which will 
make more effective management’s con- 
duct of the business. 

The controller must have a working 
knowledge of the operation of each func- 
tional group and of its relationship to the 
over-all plan. As an integral part of man- 
agement, he must contribute substantially 
to planning for and coordinating all func- 
tional units, including those in which he 
has no direct responsibilities. 

His direct responsibilities may include 
only the establishment and administra- 
tion of general and cost accounting pol- 
icies and procedures, the preparation and 
interpretation of financial and operating 
statements, taxes and other government 
reports, the measurement of actual against 
planned performance and cash forecast- 
ing. However, his sphere of influence in 
management planning and control can be 
substantial in establishing means of fore- 
casting or estimating sales, the coordina- 
tion of sales forecasts with various elements 
of costs, the coordination of departmental 
operating budgets and their combination 
into an over-all plan for operations. 

His area of direct responsibility is the 
focal point or communications center for 
the accumulation of data on which he and 
the other members of the management 
team must base their short- and long- 
range forecasts of profits by divisions and 
by product lines ; and their short- and long- 
range financial forecasts involving em- 
ployment of assets and research and de- 
velopment planning. As controller, this 
comparatively recent addition to the man- 
agement group should serve as consultant 
and advisor to every member of manage- 
ment and participate in the formulation 
of corporate policies and programs; he 
must be able to communicate between 
operating management and general man- 
agement with respect to performance and 
be able to present plans and convey re- 
sults to all levels of management. 

Because management planning and con- 
trol are measured by profits expressed in 
dollars, the accounting area for which the 
controller is directly responsible, must of 
necessity be the hub from which decisions 
emanate and around which the business 
revolves. 





Books, Forms and Studies 


BY FREDERICK M. EISNER, C.P.A. 
Used in teaching his courses on DISTRIBUTION 
Cost AccounTine and ConTRoLs For Cost RE- 
DUCTION PuRPosES at the Baruch School of 
Business Administration, City College, N.Y. 
ER EERE EE RAE: $15. 
les M. Eisner, 70 Linda Ave., White Plains, N. Y. 
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It cannot be denied that some businesses 
have prospered and attained gratifying 
growth while apparently “flying by the 
seats of their pants” without formalized 
plans and with meagre control devices. 
These, however, are exceptions rather 
than the rule, for as necessity dictated, 
the truly great achievements in corporate 
growth and service to the community have 
been made possible only by the promulga- 
tion of clearly defined objectives, careful 
detailed planning and tight control over 
operating practices and expenditures. 

On the other hand, business failure and 
mediocre successes can invariably be 
traced to either the failure of management 
to establish clearly defined objectives, im- 
proper planning including inadequate 
provisions for needed capital, and lack of 





coordination of functions or insufficient 
control over operations, or various combi- 
nations of these three elements. 

Operating at a profit is not always a 
true indication of business success; the 
attainment of maximum profits from Oop- 
erations is the real measure of managerial 
ability and business achievement. 





De You Know 
YOU NEED NOT BE A MEM- 
BER OF CONTROLLERS INSTI- 
TUTE TO SUBSCRIBE TO THE 
CONTROLLER? 

See rates on page 511 
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How to EXPAND 
Clerical Controls 
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STATISTICAL 


TABULATING CORPORATION 


Established 1933 


TABULATING - COMPUTING - CALCULATING 
+ TEMPORARY OFFICE PERSONNEL 


TYPING 


CHICAGO + NEW YORK - 
KANSAS CITY - 


ST. LOUIS - 
SAN FRANCISCO - 





NEWARK - 
SAN JOSE - 


Today, there’s no reason for any com- 
pany to pass up the speed, savings and 
accurate business controls made possible 
by clerical automation. 

STATISTICAL’s low-cost data- 
processing service makes the advantages 
of automatic techniques available to 
any company—large or small. 

If you do not have tabulating equip- 
ment, STATISTICAL provides the 
methods, manpower and machines to 
process the reports you need on a pay- 
as-used basis. This gives you all the 
benefits of electronic data-processing 
without the expense of installing more 
equipment and hiring extra help. 

For companies with tab departments, 
STATISTICAL can help save time and 
money on overloads and special assign- 
ments, and supply computer service 
to tie in with conventional equipment 
for still greater economies. This computer 
service is also available for initial 
programming, for overloads or for 
continuing work that does not warrant 
your own installation. 





Ask for brochures covering 
these specific services: 

* Computer Service 
* Sales Analysis 
Inventories 
Accounts Receivable and Payable 
General Accounting 
Production Planning 
Payroll 
Insurance Accounting 
Association Statistics 
Market Research Tabulations 
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Write or phone for full details 


General Offices: 

53 West Jackson Blvd. 
Chicago 4, Illinois 
Phone: HArrison 7-4500 


- LOS ANGELES - VAN NUYS 
MILWAUKEE - PHILADELPHIA 
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Rochester, N. Y. 


(TOP BELOW) 


Officers of Controllers Institute were 
featured in a panel discussion about its 
current and future programs and activi- 
ties at a meeting held on September 29. 

Shown at the head table (/eft to right) 
are J. McCall Hughes, Institute director 
at large and executive vice president ot 
Mutual of New York; Paul Haase, 































managing director of Controllers In- 
stitute; Roger A. Yoder, Institute Board 
chairman and_ vice _ president-finance, 
Detroit Steel Corporation; Donald A. 
Keller, président, Rochester Control 
and comptroller and assistant treasurer 
of Stecher-Traung Lithograph Corpora- 
tion, Rochester; and Burdette A. John- 
son, Northeastern Area vice president 
of the Institute and treasurer, New Eng- 
land Gas and Electric Association. 


|} LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


(CENTER LEFT) 


The Northeastern Area Operations 
Committee had conducted an all-day 
session prior to the dinner meeting of 
the Rochester Control and those present 
are shown as a group at the dinner, 
They include (eft to right seated) George 
Moller, Hamilton Control president; 
Leon A. Ridgway, Institute director 
from Bridgeport; Norman J. Brown, 
trustee of Controllers Institute Research 
Foundation; Kenneth A. Boos, presi- 
dent of the Buffalo Control; Institute 
Board chairman Roger A. Yoder; J, 
McCall Hughes, Institute director at 
large; Institute Director Harold Gebike 
of Buffalo; Syracuse Control President 
William M. Hall; Institute Managing 
Director Paul Haase; and Roderic M. 
Wilder, Institute director from Syra- 
cuse. 

Standing (left to right) are Albany 
Control President Joseph M. Gahn; 
Bridgeport Control President Clayton 
A. Kolstad; Rochester Control Presi- 
dent Donald A. Keller; Springfield 
Control President Leo J. Bousquet; 
Boston Control President Philip J. Mor- 
gan; Burdette A. Johnson, Eastern Area 
vice president, who served as chairman 
of the meeting; Bernard J. Whitbread, 
general chairman of the 1961 North- 
eastern Area Conference to be held at 
Lake Placid; and Benjamin R. Makela, 
associate secretary, CIA. 


(BELOW) 


Those present at the dinner meeting 
included the Northeastern Operations 
Committee as well as Rochester Control 
members. 
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baltimore, Md. 

The opening dinner meeting of the 
Baltimore Control of Controllers Institute 
on September 20 heard an address on 
“Observations on Human Relations in In- 
dustry” by Dr. Haller Gilmer, professor 
of Psychology and head of the Depart- 
ment of Psychology and Education at Car- 
negie Institute of Technology. 


(TOP RIGHT) 

Dr. Gilmer is seated at the head table 
(third from the left); others (left to 
right) are Bayard E. Wynne, a director of 
the Baltimore Control and controller, 
Western Maryland Railway Company, 
Baltimore; Frank S. Capon, president of 
Controllers Institute and vice president of 
Du Pont of Canada Limited, Montreal; 
(Dr. Gilmer); William U. Wheeler, 
resident of the Baltimore Control and 
assistant controller, the Martin Com- 
pany, Baltimore; Roger A. Yoder, vice 
president-finance, Detroit Steel Cor- 
poration, Detroit, Mich., and_ board 
chairman of Controllers Institute; and 
Stuart W. McLaughlin, vice president of 
the Eastern Area and comptroller, West 
Virginia Pulp and Paper Company, New 
York. 


(CENTER RIGHT) 

The meeting of the Eastern Area 
Operations Committee of Controllers 
Institute, comprising presidents of Con- 
trols as well as Institute directors, Re- 
search Foundation trustees and other 
Institute officials was held on September 
20. 

Clockwise around the table are Wal- 
ter J. Short, president of the District of 
Columbia Control and vice president- 
finance and secretary, Allegheny Air- 
lines, Inc., Washington, D. C.; Charles 
E. Sener, Jr., vice president of the Dis- 
trict of Columbia Control and assistant 
vice president, revenue requirement and 
accounts, the Chesapeake & Potomac 
Telephone Companies, Washington, 
D. C.; Frederick C. Gens, president of 
the Long Island Control and treasurer, 
R. T. Vanderbilt Company, Inc., New 
York; Roger A. Yoder, board chairman 
of CIA; Robert W. Michie, director 
from Region IV and vice _president- 
finance, the Chesapeake & Potomac Tel- 
ephone Companies, Washington, D. C.; 
Frank S. Capon, president of Control- 
lers Institute; Stuart W. McLaughlin, 
vice president of the Eastern Area; and 
William U. Wheeler, president of the 
Baltimore Control. 


(LOWER RIGHT) 

(Left to right) Joseph M. Lowry, presi- 
dent of the Richmond Control and 
treasurer of the Albemarle Paper Mfg. 
Company, Richmond, Va.; Frederick F. 
Schantz, vice president, Newark Con- 





trol, and controller, Ward Leonard 
Electric Company, Mount Vernon, 
N. Y.; James F. Flynn, chairman of the 
Institute’s SEC Committee, vice presi- 
dent of the Baltimore Control and con- 
troller, Commercial Credit Company, 
Baltimore, Md.; Paul Haase, managing 
director of Controllers Institute; Her- 
bert H. Blevins, Institute director from 
Newark Control and controller, Merck 
& Co., Inc., Rahway, N. J.; W. Bernard 





Thulin, Institute director from Rich- 
mond Control and comptroller, the 


Chesapeake & Potomac Telephone 
Company of Virginia, Richmond, Va.; 
James J. Doyle, president of the New 
York City Control and director of fi- 
nance, the Port of New York Author- 
ity, New York; and Joseph F. DiFulgo, 
president of the Philadelphia Control 
and comptroller, Luria Brothers & 
Company, Inc., New York. 
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New Orleans, La. 


(TOP LEFT) 

Steve H. Bomar, Southern Area vice 
president, Controllers Institute, pre. 
sided at a meeting of Control and In. 
stitute officials on September 22. Mr, 
Bomar who is senior vice president and 
secretary-treasurer of Trust Company 
of Georgia, Atlanta, is seated left center, 

Left to right around the table are John 
C. Shea, Institute director from New 
Orleans; Don E. Burkitt, president of 
the Oklahoma Control; Arthur C. 
Rhyne, president of the New Orleans 
Control; Edward E. Hufft, Jr., president 
of the Chattanooga Control; (Mr. 
Bomar) ; Paul Haase, managing director 
of Controllers Institute; W. Ray Wil- 
liams, Birmingham Control president; 
Gene R. Glotzbach, Memphis Control 
president; George Williamson, vice 
president of the Atlanta Control; and 
W. D. Walser, Houston Institute director. 


(CENTER LEFT) 


At a recent meeting of the New 
Orleans Control, W. D. Walser, gen- 
eral chairman of the 1961 Southern 
Area Conference of Controllers Insti- 
tute, holds aloft an advance program 
announcement for the Conference to 
be held at the Shamrock Hilton, Hous- 
ton, Texas, March 2-4. 

Also at the head table (Jeft to right) 
are Southern Area Vice President Steve 
H. Bomar; Arthur C. Rhyne, New Or- 
leans Control president; Charles Thom- 
ason, director of marketing research of 
Jackson Brewing Company, who spoke 
on “Opinion Surveys’; and Roger A. 
Yoder, chairman of the Board of Di- 
rectors of Controllers Institute. 


(BELOW) 


A general view of the members and 
others attending the dinner meeting at 
the Roosevelt Hotel. 
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Credit Executives Contribute to Company Sales 


EARLY seven out of ten credit man- 
N agers take active steps to help their 
companies build sales. They directly 
solicit more business from desirable ac- 
counts by personal calls, telephone and 
mail in the course of normal credit re- 
lations. Two out of every ten credit ex- 
ecutives say they spend more than a fourth 
of their time on cultivating customer 
goodwill. About three out of ten spend 
anywhere from 11 to 25 per cent of their 
time doing so and the rest—about one 
half of the group—spend up to 10 per 


cent of their time trying to keep the cus- 
tomer happy. 

A survey made by the National As- 
sociation of Credit Management* for the 
magazine, Management Methods, repre- 
senting a cross section of American busi- 
ness and covering manufacturers, whole- 
salers, jobbers, service industries and a 
few banks and other financial institutions, 
contained questions such as these: 


Do credit managers believe that it’s 
possible to predict a customer's future 
stability and liquidity by analysis of fi- 
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HOW TO AVOID 
investing capital 


CAPITAL INVESTMENT 


in a needed 












Before you make your final decision 
on costs and capital needs for ’61 
(and particularly if you’re bucking a 
well-stretched budget) consider Total 







Leasing for your equipment or vehicular 
needs. Here’s the way to make them pay 
their own way ... helping you earmark 
company capital for other purposes. 














With McAlister Total Leas- 
ing you can lease from one ex- 
perienced company every ve- 
hicle and other equipment 
you need. 


For information on how a McAlister 
flexible lease plan can be tailored to 
your company (or client) just fill in 





Pp 
——Material Handling Equip. 
——Machine Tools 
——Air Conditioning 





and mail coupon . 
nearest office. 


McALISTER TRANS-CONTINENTAL LEASING 


1230 Van Ness Ave., San Francisco 9, Calif. PRospect 5-2400 
(Los Angeles, call HOlly wood 7-3927) 
Please send information about your Complete Business & Industrial 
Equipment Leasing Service. 
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from us. Please check the equipment you are interested in.... 
——Office Equip. —__Sprinkling Systems And equipment for: 
——Airplanes ——Foundry Equipment ——Supermarkets 
— —Construction Equip. ——Electronic Equipment ——Paper Mills 


——Oil Well Equipment 
——_Autos & Trucks 
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nancial and other credit file information? 


How does management measure the ef. 
fectiveness of the credit department? 

Statistics are given under three head- 
ings in the complete survey results pub- 
lished in the September 1960 issue of 
Management Methods in an article called 
“How Companies Now Use Credit to 
Protect—and Build—Profits.” Here are 
some of the major findings: 


Q—Are you collecting receivables more 
slowly, faster, or at about the same tate as 
a year ago? 


A— More slowly 37% 
Faster 16 
Same rate 46 


Qu—In your opinion, will collection prob- 
lems increase, ease up, or stay about the 
same through the next 12 months? 
A— Increase 52% 
Ease up 12 
Stay the same 36 


Q—Does your company president par- 
ticipate in the formulation of major credit 
policies? 


A— Always 32% 
Frequently 14 
Sometimes 39 
Never 15 


Q—In your opinion, how much authority 
does the sales manager exercise in deter- 
mining your credit policy? 


A— Considerable 29% 
Some 29 
Slight 26 
None 16 


Q—Do you foresee a trend for companies 
to charge interest on overdue receivables? 
A— Yes—60% No—40% 


Another question revealed that credit 
terms, according to substantially more 
than half of the credit executives sur- 
veyed, are a matter of independent, in- 
ternal decisions. When giving weight to 
the traditional “C’’s of credit the results 
stood 


Ranked first by 
Character 53% 
Capital 26 
Capacity 12 
Conditions 1 
(Other answers) 8 


But general economic conditions are the 
major factor in setting up credit terms for 
about 19 per cent of the companies—and 
competitors’ terms for about 17 per cent 
of the companies. 





*In making this survey every 60th credit 
executive among the total 35,400 NACM 
membership was polled for his views and ex- 
perience with current credit problems and prac- 
tices in companies ranging in annual sales 
volume from $36,500 to $1.5 billion. A 22 per 
cent response of usable replies was received. 
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The Space Age 

(Continued from page 532) 

provide maximum delivery time thus 
avoiding premium costs and reducing the 
probability for group down-time while 
awaiting deliveries. 

4, The amount of travel authorized— 
both as to the number of trips and the 
number of personnel dispatched on each 
trip. 

5. Maximum productive effort at all 
times. 


As a missile travels through space it is 
constantly feeding back signals that as- 
sure the control center that it is on 
course. So too, our budgetary control pro- 
vides for “feed back”’ that assures man- 
agement that our jobs are on course. 

Budgetary control] at Reeves has aided 
us in realizing a more favorable profit 
ratio; permitted us to evaluate the effec- 
tiveness of operations; permitted a co- 
ordinated comprehensive plan of action; 
indicated the amount of funds necessary 
to accomplish the job—capital versus op- 
erating; and anticipated unfavorable con- 
ditions so that timely, preventive meas- 
ures can be taken. It is a program that 
pays off in progress and profits. 


Blanket Purchase Order 

(Continued trom page 535) 

price is guaranteed to the buyer, the order 
should cover a relatively short period of 
time so that the supplier may plan and 
estimate with a fair degree of accuracy 
the least and greatest effect of a possible 
ptice increase or some other economic 
setback. If the price is guaranteed to the 
buyer for a relatively long period of time, 
the supplier should obtain protection by 
receiving a price guarantee from his 
source of supply, the manufacturer. Such 
price guarantees are known to be made. 
This concession, however, may prove dis- 
advantageous to the manufacturer. A 
blanket order covering a long period of 
time should include a clause to protect 
the supplier from an unfavorable price 
change. The buyer should not impose on 





the supplier by expecting him to suffer 
losses or absorb price increases such as 
evidenced in the case history illustrated. 
A supplier's long-term success is a buyer’s 
success. 


WANT HELP? Swamped by all the mate- 
rial on electronics? Can't find informa- 
tion on specific applications of electron- 
ics? Want to know experiences of 
companies converting to electronics? 


If your answer to any of these questions 
is affirmative, the list of reports on 
ELECTRONICS IN BUSINESS may 
help you. Send your request to 


CONTROLLERS INSTITUTE 
RESEARCH FOUNDATION 





Two Park Ave., New York 16, N. Y. 
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simplify payroll accounting 


How? With an automatic Cincinnati Paymaster that gives you 
exclusive “Quick Audit” printing for easy, direct subtraction... 
and two-color printing that highlights irregular registrations. 


What’s more, the Paymaster uses all makes of time cards... 
integrates with existing systems and provides automatic time 
signaling control. Plus, the Paymaster is jam proof and self- 
corrective for minimum maintenance. Get the full story from 
your Cincinnati representative, or send for descriptive literature. 


“if it’s about time . . . call for Cincinnati’ 
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© ‘ @ TIME RECORDER CO. | 

1735 Central Ave. 

Cincinnati 14, Ohio | 

Gentlemen: 
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WHAT MAKES A 


CALCULATOR 
ACCURATE? 























We’re proud of the mechanical accuracy 
of the Friden fully automatic calculator. 
But neither it nor any other calculator can 
get a right answer from a wrong entry. 


The calculator that allows the smallest 
margin for operator error will actually 
prove to be the most accurate. 


The Friden SBT requires fewer manual 
keystrokes, fewer operator decisions than 
any other calculator on the market* In 
terms of day-to-day output, this makes it 
the most accurate calculator you can buy. 
For a no-obligation, ten-minute demon- 
stration of “The Thinking Machine of 
American Business,” call your Friden 
man or write: Friden, Inc., San Leandro, 
California. 

*This is PRACTIMATION: automation 
so hand-in-hand with practicality there can 
be no other word for it. 


© 1960 FriveN, inc. 





© Iden 


FRIDEN, INC., SALES, INSTRUCTION, SERVICE 
THROUGHOUT THE U.S. AND THE WORLD, 
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EXECUTIVE DECISIONS AND OPERATIONS RESEARCH* 


By David W. Miller and Martin K. Starr 


Reviewed by ROBERT W. NEWMAN 
Consultant-Operations Research 

& Synthesis Development 
Management Consultation Services 
General Electric Co. 
New York 


“The approach that this book takes,” 
say Miller and Starr, “is that OR is ap- 
aa decision theory.” They have, on this 

asis, put together a thoughtful, well-or- 
ganized, consistent and readable book. It 
is far different from the usual book on 
Operations Research which is a heteroge- 
neous collection of specialized techniques 
and unclassified examples: the purpose of 
Miller and Starr appears to be the con- 
solidation and structuring of a large mass 
of material into a teachable and learnable 
practice and discipline. There is some evi- 
dence it was designed primarily for a 
graduate business school text but the com- 
muter train executive will find that it will 
fit into his reading pattern, Although it’s 
apt to be less restful than classifying wa- 
termarks on early twentieth century U.S. 
postage stamps, it will likely prove less 
aggravating than removing the Japanese 
beetles from the Florabunda roses. In 
short, it’s pleasantly written to give the 
reader a new perspective on Operations 
Research and decision-making. 

There are four parts to the work. The 
first, and by far the best, establishes a per- 
spective and introduces scientific manage- 
ment and decision-making theory. The 


* Published by Prentice-Hall, Inc., Englewood 
Cliffs, N. ]., 1960. 446 pp., $10.00. 


second briefly reviews the need and po- 
tential for Operations Research in the 
framework of this perspective. The third 
illustrates the application of decision 
theory and Operations Research to func- 
tional business problems. And finally, the 
quite good last part explores the role of 
the person using the results of Operations 
Research. 

At several points the relationships be- 
tween accounting theory and practice, and 
Operations Research, are developed: 


Accounting is important not only as one 
of the first generalized methods of business. 
It is also significant as a quantitative method: 
the importance of accounting to a business 
enterprise was so great that it tended to 
crystallize in definite forms so that it 
could be put to work on specific applica- 
tions. However, underlying accounting 
problems were problems of observation and 
measurement, systems analysis, model con- 
struction, and decision theory. Certainly 
Operations Research is not an offshoot of 
accounting. But the forces that brought ac- 
counting practice to the fore were not un- 
like the forces that have introduced Opera- 
tions Research to the business world. 


And again: 


All kinds of direct costs are emphasized 
(by accounting methods) but there is no 
place for opportunity costs. 


Starting with the need for more effec 
tive (as opposed to more efficient) deci- 
sions, the reader is introduced to the con- 





OVERSIGHT 


The editors of THE CONTROLLER regret that in publish- 
ing the views of Dr. Raymond Villers on planning and 
control (October 1960, p. 484) reference to his newly 
published volume, Dynamic Management in Industry 
(Prentice-Hall, Inc., $10.00), was omitted. The book will 
be reviewed in an early issue of THE CONTROLLER. 
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cept of the model, decision theory, utility 
and strategy choice under conditions of 
certainty, risk and uncertainty. The roles 
of Operations Research personnel and the 
decision maker are explored. Miller and 
Starr note that the Operations Research 
practitioner is a specialist. 


However, he occupies the unique position 
of being a specialist in generalization. That 
is why top management prefers to locate 
the Operations Research function high up 
on the organizational structure. 


Nomenclature and symbols have been 
simplified and unified, aiding greatly in 
bringing coherence to the whole subject. 
Most of the problem situations, for ex- 
ample, are formulated as a matrix or ma- 
trix game, yet the reader is introduced to 
the concepts and techniques slowly and 
carefully enough so that high school alge- 
bra is the only mathematical prerequisite. 
The bag of tricks used in solving the ma- 
trix formulation is apt to confuse the 
reader. Fortunately the executive, as op- 
posed to the graduate student, can skip 
this hocus-pocus without losing very 
much: it is sufficient that he convince 
himself that some techniques are avail- 
able, and that computers are not always 
needed. 

Only the more ambitious will wish to 
study and resolve the exercises at the end 
of each chapter: they are not required to 
understand the concepts, structure and 
opportunities. However, should an ex- 
ecutive decide to tackle them, he will be 
frustrated by the absence of answers for 
checking his approach and calculations. 

The book is poorly titled. It deals 
hardly at all with “executive decisions,” 
and mostly with decisions of functional 
business — production clerks, sales- 
men, and personnel people. The entre- 
preneur is barely considered. This is some- 
what understandable, since the needs of 
the entrepreneur for relevant structured 
information is hard to define and illus- 
trate with neat examples that the student 
can “solve.” Nevertheless, the fault may 
be partially Miller and Starr’s in choosing 
to equate Operations Research to applied 
decision theory, i.e., problem solving, 
rather than to the information needs of 
business people. The material is organ- 
ized about a specific decision with a spe- 
cific set of objectives; not about the basic 
knowledge of the business which the set 
of business decision makers requires to 
make many distinct but compatible de- 
cisions. 

Many of the examples, particularly of 
Part III of the book, tend to result in 
overmechanistic solutions, although occa- 
sionally the assumptions of the process 
are examined, and alternate viewpoints 
explored. 

The book has an up-to-date and well- 
chosen bibliography and an excellent in- 
dex. All in all, this is one of the best 
books to appear on Operations Research. 
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Business Experience 
with 
Electronic Computers 


A synthesis of what has been learned from 
electronic data processing installations 
$5.00 


Why this is unique in its field— 


e EDP by Exception—Don’t waste time on a job 
that runs itself. What you want and what this book 
emphasizes are those critical choices that can make 
or break your EDP program. 


e Information Plus—More than just a compilation of facts or an exercise in re- 
porting, this book examines and evaluates the experiences of 17 companies who 
have lived with EDP and, taking the over-all picture topic by topic, synthesizes 
what they have learned. 


e By Men Who Know—Years of EDP experience in a variety of companies are 
at your command in the team of experts who wrote this book—directors of 
management advisory services for Price Waterhouse & Co. 


e@ Complete Coverage—The material covered includes Making the Decision: the 
decision-making study, determining the work to be processed electronically, the 
detailed study, selection of equipment. Preparing for and Introducing Electronic 
Equipment: company education and public relations, the programming group, 
defining the scope of the first application, establishing an operating plan and a 
program timetable, working methods, coding techniques, controls, new clerical 
procedures and organization changes, program debugging and systems testing, 
parallel operation and conversion. Operating Electronic Equipment: position of 
the EDP machine center in the corporate organization structure, operating the 
EDP machine center, program maintenance and revision. Plus—Relations with 
the manufacturer; Some unresolved matters and thoughts on the next five years. 
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| ee OE ICE copies of BUSINESS EXPERIENCE WITH ELECTRONIC COMPUTERS to: j 
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EXHIBIT Il 


Analysis of Investment Opportunity Discounted Cash Flow Method 





Savings Add back 
Year after taxes depreciation 
At 0O 
0 tol 
1 to2 $ 2,700 $10,000 
2 to3 5,200 10,000 
3 to 4 7,700 10,000 
4to5 10,200 10,000 
5 to6 12,700 10,000 
6 to7 15,200 10,000 
7 to 8 17,700 10,000 
8 to9 20,200 10,000 
9 to 10 22,700 10,000 
10 to 11 25,200 10,000 





Discount 

Total factors 

cash flow @ 16% 
$(50,000) 1.0000 
(50,000) 9241 
12,700 7875 
15,200 .6710 
17,700 .5718 
20,200 4873 
22,700 4152 
25,200 3538 
27,700 3015 
30,200 -2569 
32,700 .2189 
35,200 -1866 








Present Discount Present 
value factors value 

@ 16% @ 13% 13% 
$(50,000) 1.0000 $(50,000) 
(46,205) 9377 (46,885) 
10,001 8234 10,457 
10,199 .7230 10,990 
10,121 6349 11,238 
9,843 5575 11,262 
9,425 4895 1,111 
8,916 4299 10,833 
8,352 .3775 10,457 
7,758 .3314 10,008 
7,158 .2910 9,516 
6,568 .2556 8,997 
$ (7,864) _$ 7964 


The Proposed Plant—A Profit-Maker or Not? (coninued from page 528) 


Continuous Interest Tables 


Before we consider the more scientific 
techniques of evaluating capital spending 
proposals, it is worth while to discuss the 
interest tables that can be used to com- 
pound and discount earnings and invest- 
ment. Any compound interest tables that 
provide the necessary range and coverage 
can be utilized. They will be accurate 
enough for most practical purposes. 

However, J. C. Gregory, assistant treas- 
urer of the Atlantic Refining Company, 
has developed a set of tables particularly 
useful in capital budgeting. The ordinary 
compound interest and discount tables 
assume that interest will be computed 
periodically at discreet time intervals, 
such as a month or a year. But Mr. Greg- 
ory’s tables assume the compounding or 
discounting is done continuously during 
any specific time period. This continuous 
compounding may more closely approxi- 
mate the way earnings actually occur and 
funds are invested in a business. Most im- 
portant, however, are six separate tables 
designed for use with various patterns of 
cash flow. Each table relates cash flow to 
a reference point. 

Tables A and B provide the factors for 
compounding cash flow to a reference 
point in the future, for various interest 
rates and elapsed times. Tables C to F 
provide factors for discounting cash flow 
to a reference point in the past. The use 
of these tables can considerably shorten 
the time needed for the calculations in 
any of the scientific techniques of evalu- 
ating capital investment opportunities. 

Though many businessmen are appre- 
hensive about using the scientific tech- 
niques because of the apparent complexity 
of compounding or discounting cash 
flows, once cash flows are arranged on a 
time diagram they find the task is merely 
a matter of applying compounding and 
discounting factors. 

In the example used to illustrate the 


payback method, one portion of the in- 
vestment is made at a specific point in 
time. Another portion is made over a 
period in advance of the point where the 
cash inflows begin. Earnings occur over 
periods, but they could also occur at 
specific points in time. By using appro- 
priate compounding and discounting fac- 
tors, the analyst can relate all investments 
and earnings to any reference point in 
time at a given rate. The use of a (nea 
lar reference point or points depends 
upon the techniques employed. 


Discounted Cash Flow Method 


The proponents of a scientific approach 
to capital budgeting most often advocate 
and use the discounted cash flow method. 
It is more complex than the methods that 
have been discussed, but it is also more 
precise, primarily because it recognizes the 
importance of the time value of money. 
The results of the valuation of a project 
are expressed as a rate of return. This is 
the rate at which the project’s total earn- 
ings, discounted from the time they occur 
to the present, equal the original invest- 
ment. 

Besides recognizing that time is worth 
money and that a dollar today is worth 
more than the promise of 2 dollar at some 
time in the future, this method stresses 
the flow of cash. It also allows for a great 
deal of flexibility to meet almost any con- 
ceivable investment and earnings pattern. 
Accounting policy with regard to capitali- 
zation and depreciation has no effect ex- 
cept as it affects income taxes. The effect 
of income taxes is taken into account in 
all the facets of the calculation. 

To illustrate the discounted cash flow 
method, we will use the same example 
used earlier. However, some adjustments 
are necessary. To determine the cash flow 
in each year, the analyst must add cur- 
rent depreciation to savings after taxes, 
since depreciation is a noncash expense 
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and acts merely as a tax shield. This is 
illustrated in Exhibit II. A trial rate of re- 
turn of 16% for the investment oppor- 
tunity is selected, and the present value 
of the cash flows is computed by dis- 
counting them to time zero at the trial 
rate. The discount factors used in the il- 
lustration are from J. C. Gregory’s “‘Inter- 
est Tables for Determining Rate of Re- 
turn.” 

The object is to select a rate that will 
make the cash flows, discounted to present 
value, equal to the present value of the 
investment, Generally, the analyst will re- 
quire only two or three trials to determine 
the correct rate to the nearest per cent. In 
our example a 16% rate resulted in a net 
present value of ($7,864). To put it an- 
other way, the net cash outlay would have 
to be $7,864 less in value at time zero if 
this series of cash inflows were to earn 
16%. Since the actual investment is 
higher, it is obvious the correct rate is 
something less than 16%. Next, a 13% 
rate is selected. Since it results in a net 
present value of $7,984, the conclusion is 
that the correct rate is about midway be- 
tween the two rates selected, or 14.5%. 

To determine whether this return is 
satisfactory and the project should be ac- 
cepted, the analyst must adjust the return 
for risk and then compare it to the cut-off 
rate. Company management has decided 
that no projects below this cut-off rate 
will be accepted. Theoretically, this cut- 
off rate should be the actual cost of capital 
because the wealth of the stockholders is 
increased if a company accepts all proj- 
ects that provide returns greater than the 
cost of capital. Economists have given 4 
great deal of attention to the cost of capi- 
tal, but they have not been able to agree 
on precisely how to measure it. As a prac- 
tical matter, management may set the cut- 
off rate as a target rate. Presumably it 
would be above the “true” cost of capital 
to allow for those investments which must 
be made but will provide little or no 
return. (Continued on page 552) 
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“Moore forms help 
us speed invoice data 


from Shipping to Billing” 


Automated control of paperwork in Jantzen’s new 
invoice system has made savings possible for this manu- 
facturer of men’s and women’s swim suits and sports- 
wear. Now communication between departments is 


necro 
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faster, several manual steps have been eliminated, 
and the chance of human error has been minimized. 


Punched cards containing order information are proc- 
essed in the Portland, Ore., tab department. Electric 
accounting machines convert the cards to a printed 


Build control with 


MOORE BUSINESS FOR 





KENNETH C. SmirTH, 
Vice President and Treasurer, Jantzen, Inc. 


shipping order on a special one-part form. The order 
goes to the shipping center in Vancouver, Wash., nine 
miles away. There a packing memo is written on a 
teletypewriter, which produces a punched by-product 
tape. The memo is sight checked against the order as 
another control, and the tape is used to transmit the 
data to the Billing Dept. in Portland, where it appears 
as a duplicate tape. 


The transmission also activates three ‘slave’ units 
which automatically print the labels, express teceipts, 
and bills of lading that are needed. In the Billing 
Dept., the duplicate tape is converted to punched cards, 
used to print the complete invoice. Throughout the 
system Moore Speediflo is the form used—the com- 


pany’s control in print. 


“We relied on the Moore man’s knowledge of system 
and form design to give us the controls we needed,” 
said Kenneth C. Smith, Vice President and Treasurer 
of Jantzen, Inc. For details on how the Moore man can 
help you, get in touch with the nearest Moore office. 


Moore Business Forms, Inc., Niagara Falls, N. Y.; Denton, 
Texas; Emeryville, Calif. Over 300 offices and factories through- 
out the U.S., Canada, Mexico, Cuba, Caribbean and Central 


America. 
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The Proposed Plant 
(Continued from page 550) 

The discounted cash flow method is a 
vast improvement over the payback and 
average investment methods. It produces 
a true interest rate of return which is the 
rate at which funds invested in the project 
earn while they are invested. The analyst 
can use it to determine correctly whether 
a given project is — or unac- 
— by comparing the project’s rate 
of return to the cut-off rate. However, in 
capital budgeting a decision is often re- 
quired as to which of several conflicting 
opportunities is the most desirable. Con- 
flicting opportunities are mutually ex- 
clusive projects in which the acceptance 
of one project dictates the rejection of the 
others. An example of this would be a 
choice between the purchase of automatic 
equipment or manual equipment to per- 
form a specific job, In this type of situa- 
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tion the discounted cash flow method is 
inadequate and may produce results which 
are quite misleading. This problem, along 
with the applicability of the various tech- 
niques for evaluating different investment 
opportunities, will be discussed later. 


The Present Value Method 


The present value method of evaluating 
investment opportunities is not widely 
used. It is not to be confused with the 
present value concept that is basic to all 
of the scientific techniques. When the an- 
alyst uses the present value method, he 
expresses the results of the evaluation as 
dollars of return per dollar of investment, 
all in present value. He obtains these fig- 
ures by discounting the investment to the 
present and dividing it into earnings, also 
discounted to the present. The rate used 
for discounting is the expected earnings 
rate of capital. This is the average rate 
which management expects to earn in the 
future on all funds invested. 

Exhibit III, an illustration of the pres- 
ent value method, uses the same informa- 
tion found in the previous examples. The 
expected earnings rate of capital is taken 
as 8% in this case because the company is 
earning 8% on invested values, expects 
to continue earning at this rate, and does 
not wish to accept projects promising to 
earn less. 

The present value of the cash flows is 
$141,830 which means that investment in 
this project is worth $1.45 for each dollar 
invested. To put this in slightly different 
terms, an investor who expected to earn 
8% on his money would be willing to pay 
$141,830 at time zero for this opportu- 
nity. Since the present value of the invest- 
ment required is only $98,050, it is ob- 
vious the return is greater than 8%. If 








the present value of the return were less 
than $98,050, it would indicate the Proj- 
ect’s rate of return was less than 8%. 

The projects with the highest present 
value of return per dollar of investment 
will have the greatest earning power. 
When the analyst determines the dollars 
of return per dollar of investment for 
each investment proposal, he will have an 
array of alternatives adjusted for the time 
pattern of investment and earnings, and 
for the expected earnings rate of capital, 
With this information the analyst is able 
to select the most desirable projects. 

It is unfortunate that results are not in 
terms of a percentage rate of return be- 
cause most people are accustomed to view- 
ing investments in the light of such a 
rate. This probably accounts for the lim- 
ited use of this method by businessmen. 


The Future Value Method 


There is still another technique avail- 
able for evaluating investment opportuni- 
ties. It was most recently presented by 
Robert H. Baldwin.® For the sake of clar- 
ity in discussion let us refer to it as the 
future value method. 

This method evaluates an opportunity 
in terms of a percentage rate of return at 
which today’s investment would produce 
the total dollars generated by the end of 
the project’s useful life. These total dol- 
lars include both direct cash flow from the 
project and income resulting from rein- 
vestments of such cash flow during the 
project’s useful life. The future value 
method is similar to the present value 

(Continued on page 554) 


° Robert H. Baldwin, “How To Assess Invest- 
ment Proposals,” Harvard Business Review 
(May-June 1959). 
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EXHIBIT Ill 
Analysis of Investment Opportunity Present Value Method 
Discount Present 
Total factors value of 
Year cash flow at 89% cash flow 
Investment 
At O $50,000 1.0000 $ 50,000 
Otol 50,000 9610 48,050 
$ 98,050 
Return 
1 to2 $12,700 8872 $ 11,270 
2 to3 15,200 8189 12,450 
3 to 4 17,700 -7560 13,380 
4to5 20,200 6979 14,100 
5to6 22,700 .6442 14,620 
6 to7 25,200 5947 14,990 
7 to 8 27,700 .5490 15,210 
8to9 30,200 .5068 15,310 
9 to 10 32,700 .4678 15,300 
10 to 11 35,200 4318 15,200 
$141,830 
Present value of return $141,830 $1.45 return per 
Present value of investment $98,050 — $1.00 of investment 
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Could be... your safety valve is your last line of defense; if it’s not working, a dis- 
astrous explosion could occur. But most defects can be detected. 

Skilled inspection service from Kemper Insurance company engineers working in 
cooperation with your own employees is your best possible safeguard against boiler 
explosions or mechanical failures. We can help keep your power equipment safe and, 
at the same time, provide relief from financial loss if disaster should strike. 

Our companies are well known for providing outstanding engineering and inspec- 
tion service, for tailor-made policies to fit your particular operation and for savings 
to policyholders through dividend-paying policies. You'll find that our interest in 
your plant’s safety record is as real as your own. 

That’s why so many firms—large and small—look to Kemper Insurance companies 
to protect their investment. Don’t take a chance with the life of your business! Ask 
about our boiler and machinery hazards survey—no obligation, of course. 


Lumbermens Mutual Casualty Company American Motorists Insurance Company 
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The Proposed Plant 
(Continued from page 552) 


method in this sense: the compounding 
and the discounting of investments and 
earnings to specific points in time are 
done at the expected earnings rate of 
capital. 

The mathematical concepts underlying 
the present value method and the future 
value method are identical. The only dif- 
ference is the points in time to which 
earnings are related. The present value 
method eliminates time as a factor by re- 
lating earnings to the present and ex- 
pressing an investment’s value in dollars 
at the present. The future value method 











relates earnings to the end of the project’s 
economic life and expresses the value of 
an investment in terms of a rate of re- 
turn over the applicable time period. 
Exhibit IV illustrates the future value 
method. Cash inflows are compounded to 
the end of the useful life of the project at 
8%, the expected earnings rate of capital 
over that period. The total future value of 
the cash inflows is divided by the present 
value of the investment to obtain a factor. 
This factor describes the investment’s in- 
crease in value from its inception to the 
end of its economic life. To convert this 
factor to a rate of return, the analyst need 
only consult compound interest tables. 
They will show him the compound in- 


es e . es e o e e e e o e e e e e = e e e e 
EXHIBIT IV 
Analysis of Investment Opportunity Future Value Method 

Investment 
Discounting Present 
Total factors value of 
Year cash flow at 8% cash flow 
At 0 $50,000 1.0000 $ 50,000 
Otol 50,000 -9610 48,050 
$ 98,050 

Return 
Compounding Future 
Total factors value of 
Year cash flow at 8% cash flow 
1 to 2 $12,700 2.1388 $ 27,160 
2to3 15,200 1.9744 30,010 
3to 4 17,700 1.8225 32,260 
4to5 20,200 1.6824 33,980 
5 to6 22,700 1.5530 35,250 
6 to7 25,200 1.4336 36,130 
7 to 8 27,700 1.3234 36,660 
8 to9 30,200 1.2217 36,900 
9 to 10 32,700 1.1278 36,880 
10 to 11 35,200 1.0411 36,650 
_ $341,880 
Future value of return — $341,880 3.4868 compound 
Present value of investment | $98,050 interest factor 
Return: Approximately 11.4% 
EXHIBIT V 


Comparison of Methods of Evaluating Capital Expenditure 
Proposals—Mutually Exclusive Alternatives 




















Projects 
Cash flow Year A B 
Investment 0 $100 $100 
Earnings 1 100 
Earnings 2 
Earnings 3 50 180 
Evaluation 
Method of evaluation Project A Project B 
Discounted cash flow rate of return 26% 19.5% 
Present value dollars of return per 
dollar of investment* $1.275 $1.333 
Future value rate of return* 18% 19.5% 
* Expected earnings rate 10% 
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terest rate which would result in an in- 
vestment’s increasing by this factor over 
the applicable time period. In the example 
in Exhibit IV, $98,050 would increase to 
$341,880 in 11 years, The compound in- 
terest factor relating these two amounts is 
3.4868. If we enter a compound interest 
table with this factor and an 11-year proj- 
ect life, the rate of return is approximately 
11.4%. 


APPLICABILITY OF 
THE VARIOUS TECHNIQUES 


The serious deficiencies of the payback 
and average investment methods, if used 
for anything beyond rough estimates, have 
already been pointed out. Some of the sci- 
entific techniques have their weaknesses, 
too. The analyst cannot rely upon all of 
them to produce equally good or correct 
results in every situation. 


Mutually Exclusive 
Investment Opportunities 


The discounted cash flow method often 
is not suitable as a measure of investment 
worth. It does not always rank projects 
properly or consistently. In Exhibit V the 
earnings of Project A equal the invest- 
ment when the earnings are discounted to 
the present at 26%. For Project B the 
comparable rate is 19.5%. Therefore, ac- 
cording to the discounted cash flow 
method, Project A is better than Project B 
and management will select it if the two 
are mutually exclusive alternatives. Since 
this method makes no provision for tak- 
ing into account the expected earnings 
rate of capital, the results will be the 
same no matter what this rate actually is. 

However, when we analyze the same 
two projects by employing the present 
value and future value methods, and use 
an expected earnings rate of 10%, both 
methods reveal Project B is better than 
Project A. 

What is the source of the conflict be- 
tween the results of the discounted cash 
flow method on the one hand and the 
present value and future value methods 
on the other? 

By selecting a discount rate which 
equates the earnings and investment at a 
point in time, the discounted cash flow 
method disregards the rate at which funds 
released by the project can be reinvested. 
In making decisions on projects which are 
not mutually exclusive a either an op- 
erating or financial point of view this is 
of little consequence since all projects 
whose true rate of return is higher than 
the cut-off rate can and should be ac- 
cepted in order to maximize the profits of 
the company. However, in evaluating 
mutually exclusive investment opportunt- 
ties, selection of the project which yields 
the highest interest rate of return will not 
necessarily maximize the profits of the 
company. This is true because the interest 

(Continued on page 556) 
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The Proposed Plant 
(Continued from page 554) 
rate of return measures only the rate of 
earnings on the amount invested while it 
is invested in the project. Funds released 
by the project before the end of its life 
can be expected to earn only at the aver- 
age reinvestment rate for the company as 
a whole. Thus a project which has a lower 
interest rate of return than another con- 
flicting project, but which holds funds 
longer, could result in greater profit to the 
company. This is the situation illustrated 
in Exhibit V. The funds released by Proj- 
ect A at the end of the first year are rein- 
vested at 10%. Meanwhile the full 
amount of the investment in Project B 
continues to earn at the interest rate of 
19.5%. At the end of three years, with 
the same outlay of funds, the company 
would accumulate more dollars if it 
chose Project B than if it chose Project A. 
The present value and future value 
methods properly rank mutually exclusive 
projects as well as providing correct ac- 
cept or reject decisions. The analyst can 
always rely upon the discounted cash flow 
method to produce a correct decision if 
the question is merely whether to accept 
or reject a given project, but he cannot 
rely on it to rank properly mutually ex- 
clusive projects. 


Uneven Lives 
and Unequal Initial Investment 


When the businessman is analyzing 
conflicting projects, his task is a 
cated by the fact that these projects often 
have uneven economic lives and unequal 
initial investments. Since he can select 
only one project, he must compare alterna- 
tive courses of action rather than merely 
the projects themselves if the evaluation 


is to be on a comparable basis. 

Businessmen can use both the present 
value and the future value methods to 
analyze these mutually exclusive invest- 
ment opportunities. The present value 
method automatically takes into account 
uneven economic lives because it relates 
all cash flows to the present at the ex- 
pected earnings rate of capital. Unequal 
initial investments can be put on a com- 
parable basis by treating each alternative 
as though it required a capital expendi- 
ture equal to that for the project requiring 
the highest initial outlay. The analyst as- 
sumes the additional increment required 
for the alternative with the lower initial 
investment is to be invested at the ex- 
pected earnings rate of capital. This is a 
critical assumption and the analyst must 
determine that it is reasonable before 
utilizing this approach. 

Exhibit VI illustrates this procedure as 
well as the erroneous results which may 
be obtained if the businessman does not 
analyze projects on a comparable basis. 
Projects A and B are mutually exclusive 
alternatives with uneven lives and un- 
equal initial investments. When the ana- 
lyst studies these projects without putting 
them on a comparable basis, he finds 
Project B returns $1.20 per $1.00 of in- 
vestment and appears better than Project 
A, which returns only $1.15. However, 
he can put the two projects on a compa- 
rable basis by adding the $50,000 incre- 
ment to Project B; if Project B were ac- 
cepted rather than Project A, this sum 
would have to be invested at the expected 
earnings rate of capital. It would provide 
a total return of $50,000 in present value. 
On this basis Project A would return 
$1.15 for each $1.00 invested, but Project 
B would return only $1.10. If the analyst 
does not put these projects on a compa- 


EXHIBIT VI 


Evaluation of Projects with Unequal Initial Investments and 
Uneven Lives Using the Present Value Method 











Project A Project B 
Actual Basis Total Actual Increment Total 

Economic life 10 years 5 years 
Initial investment $100,000 $50,000 $50,000 
Present value of cash flows dis- 

counted at the expected earn- 

ings rate of capital $115,000 $60,000 $60,000 
Actual dollars of return per dollar 

of investment $1.15 $1.20 $1.20 
Comparable Basis 
Comparable investments $100,000 $50,000 $50,000 $100,000 
Present value of cash flows dis- 

counted at the expected earn- 

ings rate of capital $115,000 $60,000 $50,000 $110,000 
Comparable dollars of return per 

dollar of investment $1.15 $1.10 
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rable basis, he will incorrectly evaluate 
Project B as the more profitable. 

The businessman can also advanta- 
geously use the future value method to an- 
alyze these mutually exclusive alternatives, 
With it he accounts for uneven economic 
lives by making the analysis over a period 
equal to the life of the longest lived 
project. He handles unequal initial in- 
vestments in a manner similar to that il- 
lustrated above except that he compounds 


the increments to the common terminal ~ 


date at the expected earnings rate. 

He can also use an “incremental re- 
turn on added investment” approach. It 
involves determining first the return of 
the project requiring the smallest initial 
investment. If this return is satisfactory, 
he then computes the return promised by 
the incremental outlay required for the 
project with the next largest initial in- 
vestment. If this return is also satisfactory, 
he discards the first project and uses the 
second one as a new basis for repeating 
the process. 

If the return from the first project 
studied is unsatisfactory, the analyst con- 
siders in its entirety the project with the 
next largest investment. He considers 
projects in their entirety until he finds one 
with a satisfactory return that can be used 
as a basis for the incremental approach. 
He repeats the incremental process until 
he has considered all the alternatives. 
Then he knows which one is the most de- 
sirable or that none of them provides an 
adequate return. 

While the businessman can utilize this 
approach to find the best alternative and 
decide whether it is good enough to be 
accepted, he will find the measurement of 
differential investments and cash flows can 
become quite complicated. But the method 
discussed earlier which compares alterna- 
tive courses of action in their entirety is 
easy to use. In meaningful terms it gives 
results that can be compared directly. 


“Rates” of Return 


An objection is often raised to the use 
of the future value method because it 
does not produce a true interest rate of 
return, but rather an “averaged” rate of 
return composed of the rate of return of 
the project itself and the expected earn- 
ings rate on funds released prior to the 
end of the project. Thus it pe saved a rate 
of return which is lower than the interest 
rate of return, although still above the 
cut-off rate for acceptable projects, and 
higher than the interest rate of return, al- 
though still below the cut-off rate for un- 
acceptable projects. Rates of return tend 
to cluster more closely about the cut-off 
rate. 

In contrast, an analyst using the dis- 
counted cash flow method will obtain a 
true interest rate of return. However, this 
is a better measure of relative profitability 

(Continued on page 564) 
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Ma rketing Cost Analysis (Continued from page 520) 


EXHIBIT 5 


TRANSPORTATION ANALYSIS 
REPORT OF VARIANCES 


INBOUND COSTS TO WAREHOUSE—LOS ANGELES 


Source/or 








Trans portation cost 



































Note that the second item, which was 
shipped from Plant 2, had an unfavora- 
ble variance for two reasons. First, the 
method of transportation used was dif- 
ferent from that called for by the stand- 
ard; second, the source of supply, or 
plant, was not the regular one. In each 
instance, the reasons for the variances are 
shown in the last column on the right. 

My last example is a report used to 
evaluate actual results of deal promotions 
against planned objectives. This is shown 
in Exhibit 6. Three promotions are ana- 
lyzed. Comments at the foot of the ex- 
hibit explain that Deal 100 is highly suc- 
cessful in its initial phase, and is on target 
from a cost point of view. Deal 101 con- 
templates some lag in redemption of cou- 
pons and also in sales as compared with 
expenditures to be made. However, ad- 
vertising support has been spent at a 
faster pace than was planned and that is 
why sales are ahead of plan. If allowance 
is made for the faster advertising, sales 
are about as planned. Deal 102 is running 
behind the planned objective, in spite of 
expenditures somewhat in excess of the 
plan. This promotion has run into heavy 
competitive action and it is likely that the 
objective may not be realized. 


Some of these examples, you may 
rightly say, are mere indications; they do 
not evaluate marketing operations so 
specifically as to rate possible courses of 
action in definite order; nor do they elimi- 
nate judgment as a factor in determining 
choices. But it is just here, as I pointed 
out earlier, that the treatment of market- 
ing problems departs from the methods 
we are so familiar with in treating manu- 
facturing problems. In marketing, as dis- 
tinct from manufacturing, it is almost 
never possible to set up a pattern in ad- 
vance which renders judgment automatic 
when the facts fall within certain limits. 
Indeed, the same observation could be 
made of most high-management prob- 
lems. Facts, proper evaluation, thorough 
reports—these are enormous aids to judg- 
ment. They cannot substitute for it. 


A JOB TO DO 


I hope I have been successful in giving 
at least some idea of the true dimensions 
of what I take to be a major challenge to 
us as financial men, a critical challenge, 
even, since how we respond may de- 


shipping point Date Product Weight Standard Actual Variance Reason 
Plant #1 5/20 A 30,000 # $300 $300 $ -0- Nermal shipment-carload from 
, plant. 

Plant #2 5/24 A 10,000 # 100 350 (150) L.T.L. used instead of rail to 

accommodate special promotion. 
(100) Used Plant #2 instead of Plant 
#1. 

Warehouse—Denver 5/26 A 5,000 # 50 150 (100) Emergency shipment from Denver 
Warehouse by L.T.L.—not 
available at plant. 

Plant #1 5/30 A,B,C 24,000 # 240 300 ( 60) Product mix required lower 
density which filled car before 
minimum weight was attained. 

EXHIBIT 6 
REPORT ON DEAL PROMOTIONS 
PRODUCT A WEEK ENDING 6/15 
Actual results 
Planned ai P Pl 4 
Objectives advertising support /nits er anne 
Deal Market Period of T ype of ’ eee current Units centof objective 
number location deal deal Units Cost Type Dollars week todate objective to date 
100 New York 6/1-6/30 10¢ off label 100,000 $50,000 TV $20,000 30,000 60,000 60% 50% 
101 Chicago 6/1-7/15 15¢ coupon 150,000 75,000 Papers 5,000 20,000 45,000 30 25 
102 Los Angeles 6/1-6/30 7¢ off label 50,000 20,000 TV 10,000 15,000 25,000 50 60 
COMMENTS 
Deal 100 Initial phase highly successful—still on target with costs. 
Deal 101 Plan contemplated some lag to allow for redemption. Advertising support has 
exceeded plan to date accounting for faster pace. Total objective is still on 
lan. 
Deal 102 Despite expenditures slightly in excess of plan, heavy promotion on a competitive 
product has slowed down this deal. Objective may not be realized. 
e e * s e e e e e e o a oe e . e e * e e e e o se o a . o . e 7 e ° 


termine the pattern of business activity 
assigned to our profession for years to 
come. My view, of course, is based on 
the assumption that the next great surge 
of progress in business will come as the 
marketing function cuts through all the 
new channels for profit that are being ex- 
plored so assiduously today. 

You may not agree. But I believe you 
will agree that the 1960's promise fan- 
tastic profit and growth to companies 
which can seize opportunities and that 
those companies do not trust to luck. Al- 
ready their marketing and general man- 
agement executives are facing new prob- 
lems and seeking better solutions to old 
ones. They need help, and precisely the 
kind of help that accountants and financial 
men are particularly equipped to supply. 





THIS ARTICLE, based on a talk be- 
fore the International Accounting 
Conference of the NAA held in New 
Orleans, La., was originally pub- 
lished in the NAA Bulletin. 





THE CORITROUIER. .. .. 2. 2. 00 es 


ee ee NOVEMBER 1960 





557 














Merry Christmas and Thank You! 


The effect of an early flurry of business 
Christmas gift buying in October on the 
national economy is hardly noticeable but 
it does amount to some $300 million of 
business activity to many specialized in- 
dustries. 

The average business gift expense is 
$8.00. About three quarters of this amount 
is spent on the gift and the balance on 
wrapping, handling, delivery and replace- 
ments. The average gift budget for all 
American businesses is in the neighbor- 
hood of $400 and the average number of 
persons covered by each business is around 
50. 


WU and US 


Western Union Telegraph Co. and the 
U. S. Air Force signed a contract for con- 
struction and leasing of a cross country 
logistic data and message communications 
system that will link approximately 450 
bases, air stations, depots, and civilian 
suppliers and is scheduled to go into 
operation in 1962. The system will handle 
narrative, data, digitalized voice and 
digitalized graphic information. 


A Machine-to-Machine Call 


A new system that makes possible 
transmission and receipt of volumes of 
data, to and from remote locations at high 
speed over regular telephone networks, is 
called the Digitronics Dial-o-verter Sys- 
tem. Made to function with Bell System 
Data-Phone 200, this electronic system 
transmits data at a speed of 150 characters 
per second. Using the combination, a 
person simply dials and the person at the 
other end is ready to send or receive data 
in machine language. 

Flexibility of the System permits it to 
read or write data via punched paper tape, 
punched cards or magnetic tape. It can 
transmit data in one medium at one point 
and have it received in another medium at 
the other point. Data may be transmitted 
at regular local or long-distance rates. It 
permits unattended operation. This makes 
available lower-cost night transmission 
and avoids overtime charges for person- 
nel. A single operator at the data center 
can accept data left in a loaded position 


olen 


on Dial-o-verter at remote stations by 
opening up an acceptable transmission 
line. 


Scanner Solves a “Bottleneck” 


Both typed and printed business in- 
formation can now be read directly into 
a computer memory for high-speed data 
processing. This major advance in com- 
puter technology was made by Interna- 
tional Business Machines Corporation 
with the introduction of its 1418 optical 
character reader. 

By an exclusive high-resolution scan- 
ning method, the new solid-state unit 
converts numerical data typewritten or 
printed in ordinary ink on paper and card 
documents into machine language at a 
cate of 480 characters per second. It can 
also “‘mark-read” pencil or ink marks 
which represent specific characters. 

Within a range of acceptable dimen- 
sions for input documents, the 1418 ma- 
chine can process printed data from 
punched cards and continuous-card forms, 
as well as from premium notices, im- 
printed charge slips, coupons, telephone 
bills and tax notices. 

Initial deliveries of the 1418 are sched- 
uled to begin in the first quarter of 1962. 





An IBM engineer inspects a reading station in 
the company’s new 1418 optical character reader. 
Within the reading station, a lamp floods the 
vacuum-held document with light as it passes over 
a drum. The reflected light passes through a lens 
assembly for analysis and recognition. The reader 
automatically converts data read into machine 
language which it feeds directly to the magnetic 
memory core of the 1401 magnetic tape data- 
processing system. After being read, documents 
are removed from the drum by a continuous belt 
and fed into a sorter pocket of the 1418. A de- 
tailed fact sheet is available from IBM Data Proc- 
essing Division, White Plains, New York. 
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Investments Overseas 
Exceed 30 Billions 


Holdings of United States companies 
abroad now total more than $30 billion, 
after the $2.5 billion added to their in- 
vestments in foreign subsidiaries and 
branches last year. 

The Commerce Department estimates 
total additions in 1960 will amount to 
only $2 billion. The falling off stems 
chiefly from a sharp drop in exploration 
work by U. S. oil concerns in foreign 
countries, notably Venezuela, because of 
world-wide oversupplies of petroleum. 

United States companies last year added 
about $750 million to raise production 
facilities in Europe through capital out- 
flow and retained earnings. 


Long Arm of the Law 


Only one out of every ten persons in- 
dicted in the last fiscal year i fraudu- 
lently evading federal taxes was able to 
avoid conviction, according to a survey 
reported by Commerce Clearing House. 
During the year ended June 30, 1960, of 
the 1,194 individuals indicted for tax 
fraud, 1079 were convicted—a substantial 
increase over the previous year. The in- 
dictments resulted from over 100,000 
leads reported to the Intelligence Division 
of the Internal Revenue Service by in- 
formants or federal, state and local goy- 
ernment agencies as well as those de- 
veloped through investigation by special 
revenue agents. 

The Internal Revenue Service reported 
it collected $91.8 billion in gross tax rev- 
enues in the fiscal year ended June 30— 
$12 billion more than the previous year. 
Corporate income taxes returned $22.2 
billion compared with $18.1 billion; in- 
dividual income taxes brought in $44.9 
billion compared with $40.7 billion. 


The Personal Plank 


Personal income rose slightly in August 
to a new high, largely because a govern- 
ment pay increase offset a decline in earn- 
ings in private employment. 


Cost Woes Cited in Business 


Replies from 1,225 large United States 
companies to some basic questions posed 
by Dun & Bradstreet, Inc. revealed that 
almost 23 per cent of the concerns sur- 
veyed believed that the cost-price squeeze 
was the most important single issue now 
facing their companies. Thirteen per cent 
cited “competition from foreign goods” 
as their biggest problem. 

Dun & Bradstreet’s chairman said, “In 
the past inflationary forces underlying the 
economy have made it possible for indus- 
try, trade and services to pass along in- 
creasing costs in the form of price in- 
creases. . . . Suddenly manufacturers have 
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found themselves unable to pass on cost 
increases without exposing themselves to 
competition from lower-priced foreign- 
made goods.” 

To another question on opportunity 
open to business, 27 per cent replied that 
“development of new products and serv- 
ices” ranked first. Twelve per cent stressed 
the importance of “better methods of 
manufacture.” 

Asked to name the most important ac- 
tion the Government could take to help 
the economy, 31 per cent of the com- 
panies called for a revision of the tax 
structure and another 17 per cent urged 
less government spending and a balanced 


budget. 


Imports Rising 


U.S. imports of Japanese electronic 
products in the first six months of this 
year were valued at $38.7 million, com- 
pared with $22.1 million in the like pe- 
riod last year, the Commerce Department 
reported. Imports of West German photo- 
gtaphic products in the first six months 
were valued at $7.7 million, compared 
with about $6.8 million in the like 1959 
period. 


Annuity Costs Fall 


Higher yields on bonds and mortgages 
have allowed life insurance companies in 
recent years to cut some annuity premiums 
up to 15% even though people are living 
longer and thus drawing more annuity 
payments. 


Excursion Rates Boost 
Business Travel 


Transatlantic airlines, through their 
new low 17-day excursion rates to Europe, 
report that businessmen are now en- 
couraged to take their wives overseas. Air 
France says October reservations were 
100% above last year; Trans World 
bookings about 70% ahead of last fall; 
and BOAC reports 400% gain. 


The “New Look” in 
Electronic Machines 


Electronic equipment has followed of- 
fice equipment into the realm of color. 
Manufacturers who formerly didn’t care 
how products looked so long as they 
worked have taken to making the “hard- 
ware’ items more pleasing to the lay- 
man-purchaser’s eye. One manufacturer 
states the extra attention to styling new 
instruments adds 114% to 5% to model 
development costs. Manufacturers are of- 
feting computers and other ele-tronic de- 
vices in as many as five different colors. 
The use of color also designates “makes” 
of otherwise identical-operations models. 
Hence the industrial designer moves into 
this field, too, probably to be followed by 
the over-all office interior decorator. 
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How should the 
purchase price 
be allocated? 


Adapted from one of the Clients’ Service Bulletins of The American Appraisal Company 


When a business or property is pur- 
chased for a lump-sum price, the 
new owner is frequently confronted 
with several important questions: 


1. How shall I distribute the price 
to various classes of assets—in- 
cluding depreciable and non- 
depreciable property—for ac- 
counting and income tax pur- 
poses? 


2. At what rate shall I take depre- 
ciation on various types of de- 
preciable property? 


3. How much insurance should I 
carry? This may not be related to 
the purchase price. 


Income tax requirements 


In arriving at the purchase price, 
consideration undoubtedly has been 
given to earnings, net worth, present 
or future prospects, and utility. Such 
broad estimates, however, rarely 
answer the above questions and so 
may fail to serve future needs. 

For income tax purposes, it is 
necessary to allocate the lump-sum 
purchase price to all assets, both 
depreciable and nondepreciable. It 
is desirable to allocate costs further 
among major units and groups of 
minor equipment classifications. 
This permits the assignment of re- 
maining lives and the proper ac- 
counting for future retirements and 
transfers. 

An appraisal to furnish the fair 
market value is the logical first step _ 
in distribution of a lump-sum pur- 
chase price to the assets involved. 
It should be accompanied by a re- 
port on the estimated remaining use- 
ful lives of the assets to establish 
the proper depreciation provisions. 


For insurance coverage 


The appraisal should also be de- 
signed to meet the insurance re- 


quirements. Regardless of the cost 
basis, the insurable value should be 
based on current cost of reproduc- 
tion less depreciation. Values should 
be regrouped as required by the 
insurance policy. 

This will provide for insurance 
coverage, for rating purposes, and 
for the necessary details to prepare 
and support a proof of loss if re- 
quired in the future. 

8 ® 

American Appraisal Service furnishes up- 
to-date, authoritative information about the 
existence, cost or current value of assets... 
and the adequacy of depreciation provisions. 
Values are established only after careful 
consideration of all factual data. An Amer- 
ican Appraisal report represents more than 
half a century of experience in the field of 
valuation for purposes of insurance, 
accounting, taxes, property control and 
financing. 


The AMERICAN 
APPRAISAL 


» 
Company 
SINCE 1896...LARGEST...MOST WIDELY USED 


Home Office: Milwaukee 1, Wisconsin 


Atlanta Cincinnati Kansas City Philadelphia 
Baltimore Cleveland Los Angeles Pittsburgh 
Boston Dallas New Orleans St. Louis 
Buffalo Detroit New York San Francisco 
Chicago Jacksonville 


Canadian Appraisal Company, Ltd. 
Montreal and Toronto 


The American Appraisal Co., Dept. C 
525 E. Michigan St., Milwaukee 1, Wis. 


Without obligating me, please send me 
your periodic Service Bulletins which dis- 
cuss valuation problems. 

















Expert Space 
ra Planning Means 
Sp pear 
in A Office Operation 
PLANNERS & DESIGNERS 


Phone or Write 
Lee 53 Park Pl., New York 7, N. Y., WOrth 2-6080 —! 





Keep up with the news about men in 
your field. Subscribe to your own cop) 
of THE CONTROLLER. $7.00 








FINANCIAL or 
ADMINISTRATIVE 
OFFICER 


Top level experience acquired in 
national multi-plant operations in all 
phases of Control, Financial Planning, 
Budgets, Systems and Procedures, 
Cost Reduction Programs, Mergers, 
etc—MOST IMPORTANT— 

Real KNOW HOW in securing 
best efforts from all levels of person- 
nel. 

Age 42. Will Relocate. 


Box D2474 


THE CONTROLLER 
Two Park Ave., New York 16, N. Y. 








“There is something that is much more 
scarce, something rarer than ability. It 
is the ability to recognize ability.” 


FROBERT 
Mace 


PERSONNEL AGENCIES 


130 WEST 42 STREET, NEW YORK 36, N. Y. 
LOngacre 4-3834 


Specializing exclusively in 
accounting and related pe: sonnel 


controllers 
treasurers 
internal accountants 
cost/budget men 
systems men 
tax men 
internal auditors 
office managers 
bookkeepers 
public accountants 


idal-muVotetelelaha-lalal ot lalel-ta— 





DIRECTED BY A CERTIFIED PUBLIC ACCOUNTANT 




















NEW CONNECTIONS ... 

Robison Clark is controller of the 
Stromberg-Carlson Division of General 
Dynamics Corporation, Rochester, N. Y. 
. . » John E. Icenhour recently became 
financial vice president of New York 
Shipbuilding Corporation, Camden, N. J. 
. . . W. E. McKenna has assumed the re- 
sponsibilities of treasurer-controller of 
Litton Industries, Inc., Beverly Hills, 
Calif. . . . Thomas B. Neff is controller 
of Hughes Aircraft Company, Culver City, 
Calif. 

The Brush Beryllium Company, Cleve- 
land, Ohio, recently announced that Mar- 
shall B. Nunlist has become their vice 
president-finance and administration. . . . 
Byron A. Olerich joined Ampex Corpora- 
tion, Redwood City, Calif., as director of 
finance. . . . Donald R. Patterson is con- 
troller of McGregor-Donagen, Inc., New 
York. . . . Robert Mackie has become 
controller of DYFOAM _ Corporation, 
New Castle, Pa. 


PROMOTIONS .. . 


Remick V. Behrens was named treasurer- 


| controller of Chas. L. Huisking & Co., 


Inc., New York. . . . General American 
Oil Company of Texas, Dallas, Texas re- 
cently named Frederick H. Connally sen- 
ior vice president. . . . The election of 
Harry N. Eidswick as vice president of Na- 
tional Can Corporation, Chicago, IIl., oc- 
curred recently. . Bruce E. Esterly 
has been elected financial vice president 
and treasurer of Cooper Tire & Rubber 
Company, Findlay, Ohio. 

W. H. Flynn became Ontario general 
manager of Canadian Industries Limited, 
Toronto, Ontario, Canada. . . . Hugh W. 
Fraser, Jr. is now general vice president 
and a director of the Citizens & Southern 
National Bank, Atlanta, Ga. Mr. Fraser 


MR. CLARK 





MR. ICENHOUR 


is currently serving as president of the At- 
lanta Control of Controllers Institute, 
. . . The election of James W. Mackie 
as vice president-accounting of Delaware 
Power & Light Company, Wilmington, 
Del., was announced recently. 

Harold W. Haynes became vice presi- 
dent-finance and controller of Boeing Air- 
plane Company, Seattle, Wash. He is cur- 
rently president of the Seattle Control of 
Controllers Institute. . . . J. Olin Mur- 
ray recently became vice president for 
corporate control of R. H. Macy & Co. 
Inc., New York. . . . H. E. Smiley was 
named vice president and treasurer of 
Stouffer Corporation, Cleveland, Ohio. 

. . William S. York, second vice presi- 
dent, Metropolitan Life Insurance Com- 
pany, New York, has been placed in 
charge of planning and development for 
his company. 


NEW APPOINTMENTS... 

J. A. Schmidt, Jr. was elected vice pres- 
ident and treasurer of Bell Intercontinen- 
tal Corporation, South Bend, Ind. 


ADDITIONAL DUTIES... 

The election of Theron L. Ackerman as 
vice president and comptroller of the 
Mountain States Telephone & Telegraph 
Company, Denver, Colo., was announced 
recently. . . . Philip H. Cordes, assistant 
comptroller of the Continental Illinois 
National Bank & Trust Company of Chi- 
cago, Chicago, Ill., was recently promoted 
to vice president. . . . Walter Hudson is 
now vice president and treasurer of the 
Torrington Company, Torrington, Conn. 
. . . Herbert D. Risley has been elected 
treasurer and controller of Magnetic Met- 
als, Camden, N. J. . . . John J. Waldron 
is executive vice president, treasurer and 
chief financial officer of Jacob Ruppert 
Brewery, New York. 








MR. CORDES 
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G ny LA PP H if in OFFSET DUPLICATING 


NEW metered cost-per-master plan 
cuts offset duplicating costs 


Under our new reduced rental plan for standard XeroX® master- 
making equipment, you pay only for the offset masters you make 
beyond an established minimum. 

This metered cost-per-master plan is especially designed for low- 
volume users of offset masters. It means you can now economically 
justify the use of XeroX equipment and enjoy all the benefits char- 
acteristic of xerography, the world’s most versatile copying process: 
high quality, low cost in a clean, fast, dry operation. 


Write today for full information. Haloid Xerox 
Inc., 60-131X Haloid Street, Rochester 3, N.Y. 
Branch offices in leading U.S. and Canadian 
cities. Overseas: Rank-Xerox Ltd., London. 


HALOID 
XEROX 








“AUTOMATABELS. .. 





SO EFFICIENT. 
SO THRIFTY!” 


Start saving up to 10% right now with 
Ever Ready’s new pin-feed automatic 
labels. These amazingly inexpensive 
‘‘Automatabels” have refashioned auto- 
matic labeling and proved a consider- 
able savings for banks, insurance firms, 
schools, government agencies and vir- 
tually every type of business. In three 
sizes, thrifty ‘““Automatabels” will op- 
erate smoothly and effectively in every 
business machine with a pin-feed platen 
or tractor feed, and in addition, are 
used extensively in convenient roll form 


eve rR READY LABEL 
357 Cortlandt Street + Belleville 9, New Jersey 





leaders in label printing for almost half a century. 
Mr. Theodore E. Lash 


[_] Please send me detailed information regarding ‘‘Automatabels."’ 


[_] Please send me actual samples of your ‘‘Automatabels.”” 
[-] Please send me Ever Ready’s Label Idea Kit. 


for all platen feed typewriters. 

‘“‘Automatabels” are pressure sensitive 
and will adhere to almost anything. 
Their adhesive provides a smooth- 
as-glass surface when applied to tabu- 
lator cards, assuring perfect operation. 
Ever Ready’s 50 years of label experi- 
ence guarantees the finest quality at 
quantity prices. Send coupon below 
today for more detailed information 
on “Automatabels” and Ever Ready’s 
Label Idea Kit. “Automatabels” come 
in roll form and fanfolded packs. 


CORPORATION 
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AICPA Elects Pilie President 
Louis H. Pilie, % 4 






CPA, of New 
Orleans, La., was 
elected president 
of the American 
Institute of Cer- 


73rd annual 
meeting in Phil- 
adelphia, Sep- 
tember 27. Mr. 
Pilie, a senior partner in the accounting 
firm of Barton, Pilie, Hughes and Jones, 
is a member of the AICPA’s Trial Board 
and its committee on public school ac. 
counting. Since joining AICPA in 1934 
Mr. Pilie has served on various AICPA 
committees including the committees on 
state legislation, cooperation with bankers 
and other credit grantors, development of 
the profession, and the executive commit- 
tee. He is a former vice president of 
AICPA and member of its governing 
Council 

Elected vice presidents were: Herman 
W. Bevis, CPA, Connecticut; Clifford V., 
Heimbucher, CPA, California; Homer L. 
Luther, CPA, Texas; Edwin W. Norberg, 
CPA, Minnesota; and as treasurer, for the 
third successive year, Thomas D. Flynn, 
CPA, New York. 

Edward S. Lynn, CPA, professor of ac- 
counting at the University of Wisconsin, 
has been appointed director of education 
of the American Institute of Certified 
Public Accountants. 

As director of education for the AICPA 
Mr. Lynn’s primary duty will be to super- 
vise the preparation and grading of the 
uniform certified public accountant ex- 
amination. 








How do you handle 


TRAVEL 
REIMBURSEMENT? 


Since 1894 The Traveletter @) System 
has provided leading companies with a 
unique plan for reimbursing travelers—with 
inherent controls found in no other system 
. . . for instance 


TRAVELETTER PROVIDES 
* Controls to protect your company against 
unwarranted withdrawal of funds 


* Nation-wide acceptance by hotels and 
motor hotels 


*A national stop-payment feature 


*A specific weekly limit the traveler can- 
not exceed 


*A letter of authorization which must be 
presented when withdrawals are made 


Descriptive Brochure Free 
TRAVELETTER CORPORATION 


Greenwich 2, Conn. 
Traveletter—Reg. U. S. Pat. Off. 
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Two hundred college presidents were 
recently detailed by the Independent Col- 
lege Funds of America to call on corpo- 
rate head offices in New York, Los 
Angeles, Minneapolis and Philadelphia 
and other centers in a concerted effoit to 
obtain funds for the group from business 
and industry. The colleges represented are 
big and little; male, female and coeduca- 
tional; relatively rich in some cases and 
dollar-desperate in others; well known 
and little known. To name a few, there 
are: Vassar, Hamilton, Colgate, Centen- 
ary, Ohio Wesleyan, Bryn Mawr, Baylor, 
College of New Rochelle, Oklahoma Bap- 
tist, Bethany, Stetson and others, all over 
the United States. 

Not on the list, however, are the big 
Ivy league universities such as Princeton, 
Yale and Harvard, which do their own 
fund raising, or the state universities. 

Just 12 years ago corporate giving to 
the smaller colleges was meager, to say 
the least. On a December day in 1948 
two college presidents in Indiana, des- 
perate for money, joined forces to call 
upon some local business concerns. Sepa- 
rately they had not succeeded because of 
the standard reply of the companies, 
‘Why should we support just your col- 
lege?” 

It was Dr. Frank H. Sparks, then presi- 
dent of Wabash College, who suggested 
that Dr. Thomas E. Jones, then president 
of Earlham College, team up with him. 
Together they called on Hamilton Cosco, 
Inc., asking $1,000 each for five Indiana 
colleges. They got it, and the next call 
brought $10,000 for the five colleges 
from Arvin Industries. 

Later they tackled the giant Standard 
Oil Company of Indiana, which agreed to 
contribute if state associations were or- 
ganized in the 13 other states where 
Standard had marketing areas. This was 
done, and the oil company gave an initial 
$150,000 in the spring of 1953. Since 
then the total given by Indiana Standard 
has grown to $1,325,000, distributed to 


your old and new address. 
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Colleges Unite in Funds Drive 


14 state groups of colleges. 

From this pioneering effort grew the 
40 state and tegional associations forming 
ICFA representing 488 colleges with 
500,000 undergraduates, 35,000 teachers, 
and $2.5 billion of buildings and equip- 
ment. 

‘The two gifts of $15,000 that first year 
—1948—have mushroomed into an ag- 
gregate $50 million for all the colleges 
through 1960, with a record $10 million 
scheduled for contribution this year. 
United States Steel Corporation has con- 
tributed the most—a total of $2,280,000 
since 1954. 

Generally a gift to a state group is 
split with GO per cent going to member 
colleges and 40 per cent spread on the 
basis of enrollment. The presidents stress 
the need for regular annual contributions 
from business. They also prefer that the 
money gifts be unrestricted, so that the 
money can be used wherever needed most. 

Using up shoe leather is nothing new 
to most college presidents. They must 
spend a large percentage of their time on 
the road raising funds. But the coopera- 
tive venture has given them more spirit, 
strong talking points—and also some 
memorable experiences. 


From Babyhood to Business 


Through an expansion of its “matching 
educational gifts’ program, Pitney-Bowes, 
Inc., Stamford, Conn., encourages sup- 
port of all nonprofit education from 
kindergarten through university graduate 
schools. The program, established nearly 
two years ago, was previously limited to 
support of higher education. 

With $5.00 as the minimum, Pitney- 
Bowes will, in effect, double any em- 
ploye’s gift or gifts to schools and higher 
education up to $1,000 in any one year. 
All 4,650 employes of the company may 
participate in the plan regardless of 
whether they attended the schools, col- 
leges or universities they wish to support. 





CHANGING YOUR ADDRESS? 

Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following mcnth’s issue. For 
instance, if you desire the address changed for your January 
issue, we should be notified of your new address before 
December 1. Be sure to include your postal zone as well as 
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The Proposed Plant 
(Continued from page 556) 


only if used with proposals which are not 
mutually exclusive. 

The present value method results in a 
ratio of profitability which is a true meas- 
ure of relative profitability of both con- 
flicting and nonconflicting projects. For 
this reason, and because it avoids the 
problem of defining a percentage rate of 


EMPLOYMENT * SERVICES * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to 
THE CONTROLLER 
Two Park Avenue, New York 16, N. Y. 
Replies will be forwarded. 





SITUATIONS WANTED 





CONTROLLER 
Assistant, Divisional or Plant 


Broad accounting, cost control, administrative 
background national multiplant manufacturer 
industrial, government and consumer product. 
Nine years divisional controller top account- 
ing responsibility, five years government con- 
tract administrator, two years production 
management. Growth training available me- 
dium-sized organization. Can relocate. Box 
2432. 

COMPTROLLER-TREASURER 
Presently employed as vice president and comp- 
troller. After six years have reached dead end 
in family corporation. Quality background in- 
cluding CPA and MBA. Experience includes 
cost accounting, IBM, taxes, systems, manage- 
ment, auditing, budgets, insurance, finance, etc. 
Age 40. Salary $15,000. Primarily interested in 
future. Salary and title of secondary impor- 
tance. Box 2475. 


TREASURER-CONTROLLER 
Twelve years’ experience. Chief financial officer 
and administrative executive. Familiar with 
IBM, banking, budgets, taxes, costs, audits, 
systems, forecasting, insurance. Age 37. Will 
relocate. Box 2476. 


SYSTEMS AND PROCEDURES 
ELECTRONICS DATA PROCESSING 


Strong background in factory and office data 
systems including all aspects of systems and 
procedures work. Top experience in program- 
ming, computers and punched cards. B.S., M.A. 
Under 40. Seeking supervisory or staff position 
in $13,000 to $15,000 range where ability to 
get things done can be fully used. Box 2477. 


ASSISTANT TREASURER 
CPA, attorney, age 31, presently tax depart- 
ment fnational accounting firm. Financial and 
business experience including planning and 
forecasting, investments, fiduciary accounting. 
Box 2478. 





NOTE: THE CoNnTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold. 





return, the businessman may find it to be 
a more useful tool for decision-making. 


USE OF THE SCIENTIFIC 
TECHNIQUES FOR DECISION-MAKING 


An important feature of the techniques 
for evaluating capital investment oppor- 
tunities described above is their complete 
flexibility. Any one of the three can be 
used in a variety of situations. Here are 
some of the situations, in addition to 
normal annual capital budgeting, in 
which analysts have successfully utilized 
the techniques: 


A company with a product line that was 
gradually losing sales because of technolog- 
ical changes had several possible alterna- 
tives. It could allow the line to run out at 
its own pace; it could develop and introduce 
new products to make the line competitive; 
or it could sell the line. Analysts used the 
present value method to determine which 
alternative was best if the line were kept, 
and how much a sale must produce if the 
company were to be as well off selling the 
line as keeping it. 

@ 

A small company considered building a 
new plant to consolidate operations per- 
formed in two buildings, both quite old. 
The company used the present value method 
to decide whether to build a completely new 
plant or a partially new plant to replace 
the older of the buildings, or to repair and 
modernize the present buildings. 

e 

A company with a small subsidiary en- 
gaged in a business undergoing substantial 
changes used the future value method to 
determine its course of action when the 
subsidiary’s plant was condemned as part 
of an urban redevelopment project. 

€ 

A company that had not previously used 
any of the scientific techniques of capital 
budgeting used the future value method to 
evaluate a decision made earlier. The com- 
pany had built a plant in another part of 
the country before its capacity was required 
in order to obtain sales in the area that 
could not otherwise have been obtained. 
No freight or other savings were involved. 
Management wished to know if, on the 
basis of their original estimates and the re- 
sults to date, its decision to use plant loca- 
tion as a Sales tool had been correct. 

* 

A company which closed a plant is us- 
ing the future value method to determine 
whether to sell the machinery and equip- 


ment or to use the newer items to replace 
older machinery and equipment in other 
plants. 

These examples illustrate the wide vari. 
ety of decision situations in which map. 
agement can employ scientific techniques 
to evaluate opportunities, some of which 
may not appear in the company’s annual 
capital budget. 


CONCLUSIONS 


Although improvement in the ability 
to forecast all the characteristics of proj. | 
ects is certainly an objective to be sought 
in capital budgeting, management's great. 
est need, it appears, is a method of ap. 
praising risk and a technique for taking 
this appraisal into account in evaluating 
an investment proposal. The tools now 
available are not adequate in many situa- 
tions. Some of the newer statistical con- 
cepts offer promise of fulfilling this need, 
but a great deal of study and development 
remains to be done. 

The capital budgeting problem has te- 
ceived wide circulation and a great deal of 
attention in the last few years. As a result 
better techniques to solve the problem 
have been developed and the applicability 
and limitations of the techniques have — 
been defined. 

Despite this progress, the time will 
never be reached when managers find that 
making capital expenditure decisions is an 
automated process requiring no exercise 
of their judgment. It will always be man- 
agement’s task to discover investment op- 
portunities and utilize judgment to de- 
scribe their cost, the benefits to be gained, 
and the risks involved. The scientific tech- 
niques are merely devices for analyzing 
investment proposals in a consistent man- 
ner after management has exercised its 
judgment. The techniques cannot suggest 
a proposal, nor can they estimate costs or 
savings, risks or economic life. But the 
team of good management judgment and 
scientific analysis can achieve success in 
capital budgeting. 

tk Xf * 

Mr. Beyer is presently in the process 
of writing a book entitled Profitability 
Accounting which will integrate the man- 
agerial control tools of marginal contti- 
bution accounting, standard costs, budget 
ary control, product pricing and return on 
investment. 
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